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centered on making peoples lives easier anu more prouucuve.
Without Western Union, people all over the world would not be
able to work, travel or provide for their families in the way that
they currently do. It's no wonder then that Than# You is something
that every Western Union employee hears countless times each
day. And in 2006, Thank You took on an entirely new meaning,
becoming an internal theme that speaks to the consumers, employees,
agents and shareholders who have helped us get to this: the most

exciting phase in our entire history.
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"Its important for me to provide for my
famaly back home. With Western Union,
1 can be there for them.”
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At Western Union, we are proud of
our rich history and just like the founders
of Western Union, we understand
that people want—and need — to stay
connected. We are excited about
the opportunities that await us and those
we serve. We remain commaitted to
offering diverse, financial services that help
people stay in touch around the corner

or around the world”

CHRISTINA GOLD
President and CEO
The Western Union Company
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Dear Fellow Shareholders,

The familiar yellow and black signs of Western Union have

become the international icon for quick, reliable and convenient

money transfer. Western Union is one of the easiest ways

for families and friends to send money and stay connected

anywhere in the world.

This is precisely why I'm s proud to work for this company,
In fact, any one of us can tell you that there is nc other
feeling that can compare with knowing the difference we
make in the lives of so many people. Again, it all comes
down to the relationships we’'ve established over many
years. We take pride in being close to our consumers.
We speak their languages. We live in their neighborhoods.
And we share their cuttures. We are a significant part of
each other’s lives.

As aresult, | believe our agents and employeas are
more like ambassadors. They are ambassadors of trust.
Ambassadors of responsibility. And ambassadors of hope.
They are the living, breathing manifestation of who we
are as a company and everything we stand for: Integrity.
Partnership. Opportunity. Passion. Teamwork.

A DEFINING YEAR FOR EMPLOYEES, CONSUMERS
AND SHAREHOLDERS ALIKE

2006 saw the tireless efforts of an entire organization pre-
paring for life as an independent public company. And on
October 2, The Western Union Company began trading on
the NYSE under the ticker symbol WUJ. In reaching this day
we crossed several significant milestones including: raising
$3.5 billion in debt financing, completing a move to glcbal
headquarters in Denver, Colerado, recruiting 2 Board of
Directors and establishing a world-class infrastructure.

We also delivered the financial expectations we set,
with overall revenues growing 12% to $4.5 billion, operat-
ing income of $1.3 billion and operating cash flow of $1.1
hillion. Furthermore, 2006 was a year of operating high-
lights. We increased our global foatprint to nearly 300,000
agent locations in over 200 countrias and territories, when
just five years ago the agent network was merely 120,000
agent locations, with more than ene-third of those being
in the United States, We grew our Gold Card program to
8 millien active cards, up from just 1.5 million in 2003.
And on December 15, 2006 —our busiest day ever—we
successfully handled over 2 million transactions.

We divide our business into two segments: COnsumer-
to-consumer (C2C) and consumaer-to-business (C2B). We
handled nearly 150 million C2C transactions in 2006,
accounting for more than 80% of our overall revenue and
generating more than $3.7 billion in revenue. C2B com-
prises nearly 15% of our revenue at $636 million. In this
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segment we processed nearly 250 million transactions.

This financial and operational performance is a
result of our execution on our long-standing strategic
objectives:
1. Build our brands and enhance our

consumers’ experience

2. Develop consumer convenience and choice
. Explore new service otferings
4. Expand and diversify globa! distribution

We are incredibly fortunate to have begun our life as
an independent public company with strong financial
performance and a leading pesition in a thriving global
business. Yet | think there are still parts of the world that
are really underserved, So we've set ambitious targets
for the immediate future, like increasing our presence
and market position in rapidly growing markets like
Asia, the Middle East and India, and expanding our
C28 segment outside of the U.S. With the strength of
the management tearn and the 5,500 Western Union
employees behind me, | am confident our investments
will continue to increase sharehelder value and put an
even greater focus on our consumers, our business strate-
gies and our growth initiatives.

L

LOYALTY THAT TRANSCENDS AGE. RACE, GENDER
AND NATIONALITY

Western Union is constantly building its brand and
enhancing our consumers’ experience. Conseguently,
many of those who use our services do so frequently, as
they understand that Western Unian is the catalyst that
helps improve the guality of tife for millions of families
worldwide. So at a time when people are pursuing
opportunities around the world, we welcomne the chance
to be the faithful connection that keeps them close 1o
their own homes. Could there be a greater or more
rewarding responsibility?

Qur consurmers come to us for a variety of services
because they know we are committed to meeting their
needs. In the end, we know it's about so much more than
money. It's about what that money does for people. It's
about bringing a truly global knowledge and scale to local
communities everywhere. It's about taking responsibility.

This loyalty | speak of exists for four reasons. The
first is our global network of 300,000 agent locations.




Second is our brand, which is synonymous with trust and
dependability. The third is our technology —an established
system that handles on average rmore than 1 million trans-
actions daily, and moves money from one place to another
within minutes. And fourth is the experience and advice
provided by cur agents and employees.

LEADING OUR CONSUMERS TO BETTER LIVES
Never before has the number of people living outside their
horme countries been higher than it is today. According to
a study done by the United Nations, right now there are
more than 191 million people living outside their country
of origin, and that number is expected to continue to grow.
Additionally, The Aite Group estimated that the total
amount of cross-border remittances was $289 billion in
20086, of which Western Union has a 17.4% share. This,
without guestion, presents a tremendous opportunity for
growth —especially as we already have the network and
capacity in place 1¢ serve our customers.

There is no limit to our ability to develop consumer
convenience and choice, And we are making significant
investments in our business to match new market oppor-
tunities and consumer needs, including the Western Union®
Gold Cards —1or both sender and receiver, our consurmer
database and direct-to-bank transfers.

Our C28B initiatives are ancther strong growth
opportunity for Western Union. This business allows
consumers to send bill payments from a participating
Western Union agent location or initiate electronic pay-
ments to billers using 2 variety of service channels. Qur
established relationships bring scale to our business and
are helping to increase system efficiency and build
diversification into our revenue stream. Our C2B business
enables us to grow our relationships with both companies
and cusiemers who may not have experience with our
C2C service.

Currently, our C2ZB business is based primarily in the
United States. However, efforts are under way to expand
this business internationally. This began in late 2006 with
the acquisition of Servicio Electrdnico de Pago S.A.
(SEPSA) and their Pago Facit™ branded services — a walk-
in bill payment company in Argentina.

| have no doubt that we will strive to continue to be
the market leader in the cross-border remittance market as
our range of services increases. We also remain dedicated
to our regulatory compliance initiatives, Offering services
in 200 countries and territories is extremely complex and
we take great pride in our compliance program.

MAKING THE HIGHLY COMPLEX LOOK
REMARKABLY SIMPLE

Cur vast worldwide network is ingredibly efficient, and will
continue to be as we explore even more service offerings.
Consumers can put money down on the counter in one

town and, in minutes, it is available 1o a customer virtually
anywhere in the world. We work with over 600 super-
agents around the world that are seasoned, established
business people in their countries—bringing an unmatched
local knowledge and expertise to our business. We
service over 15,000 cornidors around the globe with daep
understanding of the culture of each and every one.

OUR RELEVANCE HAS NEVER BEEN MORE APPARENT

My vision for Western Unicn is to become a leading global
financial services provider. This will be achieved by providing
the services our consumers need and by taking advantage
of our strengths: Our hours, Qur locations. Our capabilities
and speed. We will continue to build upon our heritage
and live our values as we adapt our business to the needs
of the marketplace. Looking ahead, | find Western Union
in a unique and desirable position —ready for change and
equipped with the resources to do so. We have been, and
will continue 10 be, an institution that is executing new
strategies around the world to help millions of people live
easier lives.

My management team and | believe Western Union
is a great investment because we provide a meaningful
service 1o millions of people arcund the world. We con-
tinue to meet our consumers’ needs and we are extremely
well positioned in a fast growing market to deliver on our
commitment to our shareholders.

My management team and | would like to thank the
consumers, agents, employees and sharehclders wheo
make the hopes of milliens of people a reality. The pramise
that tomerrow holds for Western Union is incredibly
encouraging. Just think: in only the last five years we have
nearly tripled our number of agent locations. We'va
increased market share and begun life as a public company.
Qur cash flow has never been stronger. We are constantly
axpanding and diversifying our global distribution. And
we've grown our agent relationships and introduced new
service offerings. The investments we're making on a
daily basis are benefiting people throughout the world.
They are the foundation from which we will continue to
help our consumers realize their dreams.

C !Q B .‘:mq,L&IcQaQ
CHRISTINA GOLD

President and CEO
The Western Union Company
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Western Union 1s Accessible

Western Union has a 150-year history of connecting people when
it matters most. Our brand is synonymous with speed, trust,
reliability and convenience for millions of consumers in more
than 200 countries and territories around the world. We offer an
easy, safe and convenient means of transferring money.

CONSUMER-TO-CONSUMER

There is an agent location nearly everywhere—from

the biggest cities to the most rural of areas. We offer
consumers a variety of ways to send money at 300,000
agent locations, and in many countries, over the phone
or on the Internet. However, over 90% of our transac-
tions are still done in person, where consumers receive
the attention and expertise of an agent.

CONSUMER-TO-BUSINESS

Western Unian offers several electronic and cash
payment options that allow our consumers to send
fast, convenient bill payments on a one-time or
recurring basis. C2B transactions account for nearly
15% of our total revenue.

OTHER

Western Union is a trusted source for maney orders,
prepaid cards and other financial services. These
services are distributed directly through our agent
network and allow our consumers 1o manage

their finances conveniently.
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Western Union does so much more than simply send money.

Every day our agents and employees come together to help

people all over the world realize their dreams. We are passtonately

committed to doing business the right way and we are always

looking for new ways to grow beyond our core business.

An agent
network
of 300,000
locations

A proven,
powerful,
and potent
brand

A capable
global system
that completes
an average of
13 transactions
per second

Western Union
2006 Revenue

C2C COMPOUND ANNUAL REVENUE GROWTH
FROM 2001 TO 2006

8% U.S./Canada

13% Latin America

25% Europe, the Middle East,
Africa, and South Asia

48% Asia Pacific

ESTABLISHED BRAND
IN INTERNATIONAL MARKETS

Superbrand 2006—~Hong Kong
Superbrand 2006—Russia

Top 100 America's Greatest Brands—USA
Media Cristal Award—France

Best Use of Television—Germany

A COMMITMENT TQO COMPLIANCE

In 2006:
We invested more than $35 million.
We have 250 dedicaled employees.

TOTAL REVENUE 2005

62% International C2C.............
14% Domestic C2C
8% MexicoC2C.......oioii
2% Other..iiee

NUMBER OF GOLD CARD HOLDERS
(in miflions)

a3 15

04 3.0

03 5.0

06 B

A COMMITMENT TO MARKETING

Seven percent of annual revenues
are invested back into the company
through worldwide markating and
advertising efforts.

INVESTMENT IN TECHNOLOGY

Our technology is industry
leading. We completed nearly 400
millien transactions in 2006—
quickly and with a high degree
of reliability.

REVENUE (in bifiion1)

03 $3.2

04 $3.5

a5 $4.0
06 $4.5

Educartional Overview
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Agent Locations by Continent

T “‘F—J—__;-‘;-
R e
= j -
2 =5 o

ot

Countries and territories where Western Union has agent locations:

NORTH AMERICA Panama Suriname Hungary Sweden

Anguilla Puerto Rico Uruguay Iceland Switzerland
Antigua and Barbuda Saint Kitts Venezuela Ireland Turkey

Aruba Saint Lucia ltaly Ukraing
Barbados Saint Maarten EURQPE Jersoy United Kingdom
Belize Saint Vincent Albania Kosovo

Bonaire The Bahamas Armenia Latvia AFRICA

British Virgin Islands Trinidad and Tobage Austria Liechienstain Algeria

Canada Turks and Caicos Azarbaijan Uithuania Angola

Cayman islands U.S. Virgin Islands Belgium Luxembourg Banin

Costa Rica United States Bosnia and Macedonia Botswana

Cuba ol America Herzegovina Malta Burkina Faso
Curagao Bulga.na Meldova Burund
Dorrunica SOUTH AMERICA Croatia Monaco Cameroon
Dominican Republic Argentina Cyprus Netherlands Capea Varde

E) Salvador Bolivia Czech Ropublic Norway Central African Repubtic
Grenada Brazil Denrmark Poland Chad

Guatemala Chila Estomia Poriugal Comoros

Haiti Colombia Finland Romania Congo

Honduras Ecuader F”’"'C‘-“ Russia Djibouti

Jamaica Falkland Islands Georgia Sarbia and Montenegro DRC (Democratic Republic
Mexico Guyana Germany Slovakia of the Cango)
Mantserrat Paraguay Gibraltar Slovenia Egypt

Nicaragua Paru Greece Spain Equatorial Guinea

WESTERN UNION 2006 Annual Report
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Eritrea
Ethiopia
Gabon
Gambia
Ghana
Guinea
Guinea-Bissau
Ivary Coast
Kenya
Liberia

Libya
Madagascar
Malawi

Mali
Mauritania
Mauritius
Mayolte
Morocco
Meozambique
Niger
Nigaria
Rwanda
Sao Torne
Senegal

Seychelles
Sierra Leone
Sudan
Tanzania
Toge

Tunisia
Uganda
Zambia
Zimbabwe

ASIA
Afghanistan
Bahrain
Bangladesh
Belarus
Bhutan
Brunei
Cambodia
China

East Timor
Guam

Hong Kong
India
Indonesia

Irag

Israet
Japan
Jordan
Kazakhstan
Korea
Kuwait
Kyrgyzstan
Laos
Lebanon
Macau
Malaysia
Maldives
Mongoha
Nepal
Oman
Pakistan
Palestine
Phifippines
Catar
Saudi Arabia
Singapore
Sri Lanka
Syria

Taiwan

Tajikistan

Thailand
Turkmenistan

United Arab Emirates
Uzbekistan

Vietnam

Yernen

AUSTRALIA
American Samoa
Austrakia

Cock Islands
Fedarated States of
Micronesia

Fiji

French Palynesia
Kiribati

Marshall Islands
New Caledonia
New Zealand

Niue

Northern Marianas
Palau

Papua Naw Guinea
Solomon Islands
Tonga

Tuvalu

Vanuatu

Western Samoa

* Agant locations Incude

locating of Western Un:on's
affiates Orland: Viluta
and Vigo.
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Capability

So much of what we do 1s designed to hap-
pen guickly. Yet the effects of our actions
last forevar. We believe there are very few
companies in the world that can have the
same profound and lasting impact as praviding
crucial financial resources when they are
most needed. The truth is, we believe that
Western Union's capabilities are unmatched.
While there are others that have the ability
to transfer money internationaily, they lack
a comparable neiwork ot employees and
agent locations covering nearly every corner
of the globe.

In 2006, our capital expenditures of over
$200 million included investrments in our multi-
currency processing systems and in our agent
network. We invested more than $290 million
in our brands and improving our consumers’
experience. We completed on average over
one million transactions each day. And we did
1t in a highly complex regulatory environment.

As we enter 2007, we will increase aur
focus on our consumers by expanding our
plobal capabifities and local understanding.
We will continue to increase our technological
capabilities, making our services even more
capable of changing the lives of both senders
and receivers. In fact, the most important
differentiator between our system and
all others is, and will rermain, our ability to
understand the needs of individuals at both
ends of the transacticn.

ROBIN HELLER
Executive Vice President
Opcrat'u}ns and IT




Geography

With 300,000 agent locations in over 200 countries and
territories, The Western Union Company may be among
the most glebal cormpanies in the world. In the United
States, we are in 8 of the 10 largest grocery chains, and
we are in banks and post offices throughout the world.
We are in the places that allow us to become an integral
part of the fabric of local communities everywhere.

In 2006, we drove our strategies t¢ facilitate an even
greater global focus. Consider that 85% of our total C2C
transactions touch a point outside of the United States,
and 50% of our C2C revenue never touches a U.S, agant,
Working with cur worldwide agents and their employees,

we are now committing mare and more resources toward
countries and gecgraphic locations that hold enormous
potential. China. India. The Philippines. And the Middle
East, just to name a few.

There has never been a greater demand for our ser-
vices. Hundreds of millions of people are currently living
outside of their home countries and using Western Unign®
services to remain connected to their families and home-
lands. We see this as an enormous opportunity and we
are committed to hringing our service to every corner of
the world.
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People

There is & “we"” in Western Union. To under-
stand that is 1o ook at the 5,900 people within.
Bonded by commaen values and common
goals, each of us is truly proud to be here as
a member of this family. There is no reward
or feeling that can compare t0 heing able t0
rnake such a monumental difference in the
lives of so many people.

2006 saw the implementation of many
new and trermendous initiatives, both personally
and professionally. Our Feunder's Grant. Cur
five Core Values. Our Commitment Staternent.
Fach a significant measure in making sure we
remain committed to a single vision that will lead
Wesiern Union through the next 150 years.

Just as we help our consumers realize
their drearns, we help our employees achieve
their goals.

GROVER WRAY
Exceutive Vice President
of Human Resources
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Responsibility

Western Union is a company of values
and principles. And as the industry leader in
cross-border remittances, we welicome the
opportunity to also be a leader in strong
business practices, and understanding the
regulatory laws and standards in the more
than 200 countries and territories where we
do business. 2006 saw our most significant
investment in compliance-related initiatives,
with investments exceeding $35 million.
We supported proprietary monitoring systems,
sophisticated analysis and reporting systems,
and dedicated 250 emplovees across the globe.

Wa share a common goal with government
representatives everywhere we do business:
the hest interasts of our consumers and their
families. Our Public Affairs group leverages
Western Union’s global reach, leadership,
innovation and role in diverse communities —
allowing us to serve as a resource, advocate
and trusted participant ameong regulators,
policy makers, researchers, development
agencies, and grassroots and community
organizations. For example, in conjunction
with the Mexican government we have
launched the 4 plus 1 pregram--a plan
designed to promote job growth and improve
economic conditions in Mexico. This, along
with other grassroots community efforts,
helps us service our consumers on a whole
different level.

FRED NIEHAUS
Senior Vice President
PPublic Affairs
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Passion

Behind the Western Union brand is a renewed sense of
purpose, excitement and momentum. We are a culture
focused on inclusion, where each one of us feels as though
we play an equal part in the business. There's a genuine
eagernass inside each one of us to create even more
possibilities for the people we serve.

Qf course, it's easy to get behind semething you see
and feel every day. And this really is about much more
than sending money. It's about making a difference in

[26 MW ES IE ARl MIQNE GO Rt PR

people’s lives. It's seeing what that money does ior a
person that really defines what we're all about. Betause
when you're responsible for somebody having somathing
that they wouldn't be able to get any other way—something
that is an absolute necessity for living—it has a profound
effect that no otner feeling can match. it's something that
could only happen with the 5,200 employees and 300,000
agent locations that are The Western Union Company.

Top row from feft to right:

LAUREN KIM
Korean Language Department

MOHAMED PATEL
Gujarati Language Department

LIZA SINDALOVSKY
Ukranian Language Department

ROSE KENGELE
French Language Department

Bottom row from left ta right:

MARISOL GUZMAN
Spanish Language Department

DEANNE ZOLOTAR
Portuguese Language Department










Financial Highlights

REVENUE (in beiliony) . NET INCOME {in milfiom)

Compound Annual Growth Rate 12% : Compound Annual Growth Rate 10%

04 $3.3 Eooa 752

06 $4.5 06 $914
CONSUMER-TO-CONSUMER REVENUE (in silfions) i CASH FLOW FROM OPERATIONS (i siffions)
Compound Annual Growth Rate 14% : Compound Annual Growsth Rate 9%

04 $2.9 Y opa $0.9

06 $3.7 06 S1.1
CONSUMER-TO-BUSINESS REVENUE (in miflions) ' DILUTED EARNINGS PER SHARE
Compecund Annual Growth Rate 5% Compound Annual Growth Rate 10%

04 $576 P04 $0.98
06 $636 i 06 $1.19

Compound Annual Growth Rates ate cakculated using the threa year period from 2004 10 2006
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Executive Commaittee

Picturcd above from left to right:

Duvid Sechlapbach, David Barnes, Grover IWray, Christina A. Gold, Hikmer Ersek, cdnne MiCarthy,
fan Mursh, Scott Scheirman, Rebin Heller, Liz Alicea-Velez, Royal Cole, Guy Rartivei

DAVID BARNES

Lxecutive Vice President
United States/Canada and
Strategic Development

GUY BATTISTA
Ixecutive Vice President
and President of
Woestern Union
I'tnancial Services, Inc.

ROYAL COLE

Executive Vice President
and General Manager
Western Union
Payment Services
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HIKMET ERSEX
Executive Viee President
and Managing IDhrector
Europe. Middle Easr,
Africa, South Asia

CHRISTINA A. GOLD
President and

Chief Executive Otfficer
ROBIN HELLER
Execurive Vice President
Operations and 1T

1AN MARSH
Executive Vice President
and Managing Director
Asia Pacific

ANNE MCCARTHY
Exceutive Vice President
Corporare
Communications

SCOTT SCHEIRMAN
Exceutive Vice President
and Chief Financial
Officer

DAVID SCHLAPBACH
Exceutive Vice President
General Counsel

and Secretary

LIZ ALICEA-VELEZ
Exceutive Vice President
Latin America/Caribbean
GROVER WRAY

Executive Vice President
Human Resources




Board of Dairectors

"

Pictured apove from lefi to right:

Dinvar 8. Deuvitre, Mike Miles, Dennis Stevenson, Roberto G. Mendoza, Christica A. Gold, Alun J. Lacy,
Betsy D. FHolden, Jack M. Cireenberg, Linda Fayne Levinsen,

DINYAR S. DEVITRE
Senior Viee President and
Chicf Financial Officer
Altriza Group Ine.

CHRISTINA A. GOLD
PPresident and

Chiet Executive Officer
JACK M. GREENBERG
Non-exeeutive Chairman

Former Chairman and
Chief Executive Officer
NMeDonald’s Corporation

BETSY D. HOLDEN
Former President
Global Marketing and
Category Development
Kraft Foods Inc,

ALAN J. LACY

Former Vice Chairman
and Chief Executive
Officer Sears Holding
C()rpnr:lrion

LINDA FAYNE LEVINSON
Advisor to
Professionally Funded,
Privately Held Ventures

ROBERTO G. MENDOZA
Chairman of
Trinsum Group

MIKE MILES
President and Chief
Operating Officer
Staples Inc.

DENNIS STEVENSON
Chairman
HBOS ple

Executive Committee & Board of Direcrors




Forward-Looking Statements

This Annual Report and materials we have filed or will file
with the Securities and Exchange Commissian {the “SEC”)
{as well as information included in cur other written or oral
statements) contain or will contain certain statemenis that
are forward-looking within the meaning of the Private
Securities Litigation Reform Act of 1995, These statements
are not guarantees of future performance and involve
certain risks, uncertainties and assumptions that are difficult
to predict. Actual outcomes and results may differ materially
from those expressed in, or implied by, our forward-looking
statements. Words such as “expecis,” "intends,”
"anticipates,” “believes,” “estimates” and other similar
expressions or future or conditional verbs such as “will,”
“should,” "would” and “could” are intended 1o identify
such forward-looking statements. You should not rely solely

on the forward-looking statements and should consider all
ungeriainties and risks, as described under "Risk Factors”
in our Annual Report on Form 10-K filed with the SEC on
February 27, 2007. The statements are only as ¢f the date
they are made, and we undenake no obligation to update
any forward-locking statement.

Possible events or factors that could cause results or
performance to differ materially from those expressed in
our forward-looking staterments include the following:

changes in general economic conditions and
aconomic conditions in the geographic regions
and industries in which we operate;

the impact of our spin-off from First Data Corporation;

changes in immigration laws, patterns and cther
factors related to immigrants;

technological changes, particularly with respect

to e-commerce;

our ability to attract and retain qualified key
employees;

changes in foreign exchange rates, including
the impact of foreign exchange spreads on money
transter transactions;

adverse movements and volatility in debt and
equity capital markets;

political conditions and related actions by the United

States and abroad which may adversely affect our
businesses and economic conditions as a whole;

continued growth in the money transfer market
and other markets in which we operaie at rates
approximating recent levels;

eterioration in consumers’ confidence in
. OUr business, or in traditional money transfer
‘s generally;

ty 10 maintain our agent network;

fully managing credit and fraud risks
r agents and consumers;
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liabilities resulting from litigation and
regulatory investigations, including costs,
axpenses, settlements and judgments;

our ability to protect our brands and our cther
intellectual property rights and to defend ourselves
against potential patent infringement claims;

changes in domestic or foreign laws, rules
and regulations as well as Internal Revenue
Service or other governmental agencies’
interpretations thereof;

changes in accounting standards, rules
and interpreiations;

competlition with banks and other nonbank
money transfer services providers;

our ability to grow our core businesses;

our ability to develep and introduce new
products, services and enhancements, and
gain market acceptance cf such products;

mergers, acquisitions and integration of acquired
busingsses into our company;

decisions to downsize, sell or close units or
othenwise change the business mix;

any material breach of security of our systems
or interruptions in our systems;

catastrophic events, and

1 management'’s ability to manage these
and ather risks.

Selected Financial Data

The financial information in this Annual Report is presented
on a consclidated basis and includes the accounts of The
Western Union Cormpany {“Wastern Union” or the "Company ™)
and its majority-owned subsidiaries. The financial information
for the periods presented prior 1o the spin-off by First
Data Corporation {“First Data”} of its money transfer and
consumer payments businesses on Septernber 29, 2006
through a distribution of 100% ot the commaon stock of
the Company to hotders of record of First Data's common
stock {the “Distributicn”} is presented on & combined
basis and represents those entities that were ultimately
transferred to the Company as part of the spin-off. The
assetls and liabilities presented have been reflected on a
historical basis, as prior to the Distribution such assets and
liabilities presented were 100% owned by First Data.
However, the financial statements for the periods presented
prior to the Distribution do not include all of the actual
expenses that would have been incurred had Western Union
been a stand-alone entity during the periods presented
and do not reflect Western Union's combined results of
operations, tinancial position and cash flows had Western
Unicn been a stand-alone company during the pericds
presented.
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Our selected historical financial data are not necessarily of Financial Condition and Results of Gperations and
indicative of our future financial position, future results of our historical consclidated financial statements and the
operations or future cash flows. notes to those statements included elsewhere in this

You should read the intormation set forth below in Annual Report.
conjunction with Management's Discussion and Analysis

Year Enced Decamber 31, 2006 2005 2004 2007 2002
(in millions, except per vhare duti) (wraudired )
STATEMENTS OF INCOME DATA:

Revenues $4,470.2 $3,987.9 $3.547.6 §1,151.6 $2,743.4

Operating expensgs a1 3,158.8 2,718.7 2,435.5 2,148.6 1.919.9

Operating incorme 1,311.4 1,269.2 1.112.1 1,003.0 8235

Other income/texpense), netie 23.7 74.9 (13.5) (40.4} {24.2)
Income befere income laxes falibiic 1,335.1 1,344.1 1,098.6 962.6 799.3

Net income fatiolic) 914.0 u27.4 751.6 633.7 494.1

Depreciation and amortization 103.5 79.5 79.2 78.4 60.2

CASH FLOW DATA:

Net cash provided by operating activities 1,108.9 1,002.8 930.2 792.8 607.5

Dividends to First Data 2,953.9 417.2 65498 324.2 486.8

EARNINGS PER SHARE DATA:
Basic 2! i icyid! § 1.20 121 10,98 § 083 3 065
Dilutedalbiiciidi 5 1.19 1 1 30,98 5§ 083 $ 065
Cash dividends tc pullic steckholders

per common share $ 001 — — — -

KEY INDICATORS [UNAUDITED):

Consumer-to-consumer ransactions © 147.08 118.52 56.66 81.04 67.84
Consumer-1o-husiness transactions 249.38 215.11 192,57 179.39 145.01
Year endad December 31, 2iM6 2005 2004 2003 2002
{unaudited) {unaudited)
BALANCE SHEET DATA:
Settlerment assets §1,284.2 $ 9144 $ 7025 $ 583.9 $ 4732
Total assets 5,321.1 +4,591.7 33158 3.027.4 2,469.7
Settlement abligations 1,282.5 912.0 696.6 5736 460.6
Total borrowings 3,323.5 — — — —
Total habilities 5.635.9 1,779.9 1,381.3 1,198.5 $99.0
Total stockholders’ (deficiency)/net
investment in The Western Union Company (314.8) 28118 1,934.5 1,828.9 1,470.7

13) W adopted SFAS No. 173R, “Share-Based Payment,” or “SFAS Ne. 123R.” tollawmng the moedified prospactive mathod effacuve January 1, 2006. SFAS Na. 123R reguiras alt
stock-based paymunts 16 efiployees 10 be recognized in the income staternent based on their respective grant date fair valugs aver the corlesponding service periods and also
1aquires an astimation ol lofaitures when caleulating compensation expense. Stock-hased compensation expensas, including stock compnnsation expense allocated by First Data
prior (o tha spin-oft on September 29, 2006 and the impact of adopting SFAS No. 123R, was $30.1 million for the year ended Decarmber 31, 2006

(b] In 2002, our company recondsd sxpensas of $41.0 millien related to the settlement of cerlain class achon hugaton and (ogufatory malters

fe) Prmanly includes mtafest meams on mtemational cash balances and a lcan made to one of our agents, intarest expansa on dabt ingurred in connaction with tha spin-olf, dervative
gans and losses, the net 1orngn exchange cltect on notes receivable from First Data and rolated fereign currency swaps with First Dala, and net interestincome due trom Fist Data.
Prios to Seplamber 28, 2006, we od not have any torward contiacts 1hal qualified as hedges, and therefore, the gans and losses on thoso contracts wera reflactad in income prior
te 1hat date On Septembor 29, 2006, we re-estabhshed our foreign cunrency torward pesiions to qualify for cash flow hadge accounting. As a result, atter Seplembaer 28, 2006,
wa antieipale the amounts tellected i the caplion ™ Derivative llpsseslgans, net” wall be munimal. The notes receivabla tiom First Data athliates and related foresgn currency swap
agr eernents were settled in cash in connection with the spin-off. Accordingly. we will no longer have any amounts retatad 1¢ tha rovaluation of netes recoivatle frorm First Data and
the related loteign cunnncy swap arrangemen:s recognized on the statement of income 1n the caption “Fareign exchange aftect on notes racomvatle {rom Furst Data, net.” Cunng
yaars endod Decarnber 31, 2006, 2005, 2004, 2003 and 2002, the pre-tax derivative (lossigam was 321 2) mulon, $45.8 mition, $(30 2) million, $137.9) millien and $128 9) mithon,
respectively Dunng the yoars ended December 31, 20065, 2005 and 2004, the pre-tax ganviloss) on foreign a=change transtanon of notes recaivable from Fust Data and valuaton
of related loregn curency swap agreaments was $10 1 miton, $15.9) million, and $7.5 mitiion. respecinety. There were no gains of losses during 2003 or 2002.

tdl Far al penods prior (o September 29. 2006 ithe date of our spin-off from First Data). baste and diuted earmings per Shara ware computed uliizing he basic shares outstanding at
September 29. 2006

te} Consumeno-Consumar ransachions nchude consumer-to-consurmer money transier services workiwide. Amounts include Vigo Aemittance Corp ransactons sinee the atquisiton
data of October 21, 2005

) Consumer-to-business tansachions mclude Quick Collect, Western Union Convemience Pay, Speedpay, Equity Accelerator. and Pagoe Faal rransactions processed by us Amounts
incluge SEPSA {Paga Facill transactior 5 since its acquisiban v December 2008, E Commerce Group, Inc. (Speedpay) ransachons sinca its acquisilon in June 2002 gnd Paymap Inc
{Equity Accelerator®) transactions since \s acguisison n April 2002
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Western Union is a leader in global money transfer, providing
people with fast, reliable and convenient ways to send
money around the world, pay bills and purchase meney
orders. The Western Union® brand is globally recognized.
Our services are available through a network of nearly
300,000 agent lacations in more than 200 countries
and territories. Each location in our agent network 1s
capable of providing one or mere of our services. As of
December 31, 2006, approximately 75% of our locations
had experienced money transter activity in the prior twelve
months. Our consumer-to-consurmer meney ransfer service
enables pecple to send money around the world in minutes.
Our consumer-to-business service provides consumers
with flexible and convenient opticns for making one-time
or recurring payments.

In 2006, we generated $4.5 bilion in tetal consolidated
revenues and $314.0 million in consolidated net income.
We handled 147 million consumer-to-consumaear money
transfers in 2006, an increase of 24% over 2005. Our
249 million consumer-te-business transactions in 2006
represented a 16% increase over 2005,

We believe that brand strength, size and reach of our
global network, and convenience and reiiability for our
consumers have been key 1o the growth of our business.
As we continue to meet the needs of our consumers for
fast, reliable and convenient monegy transfer services, we
are also working to enhance cur existing services and
provide aur consumers with access 1o an expanding portfolio
of payment and other financial sefvices.

History and Development

Western Union has roots back to 1851, [t first traded on
the New York Stock Exchange in 1865. In 1884, Western
Union was one of the original 11 companies included on
the first Dow Jones average listing. We have a long history
of providing inncvative services, including creating the
universal stock ticker and launching the first United States
cemmercial communications satellite service. We introduced
our consumMmerto-consumer money transfer service in 1871,
We began offering consumer-to-business payment services
in 1989 when we introduced Western Union Quick Collect®
or "Quick Collect.” providing consumers in the United
States with the ability 1o conveniently pay bills in cash
through our agent network.

Over the past decade, we have become a leader in
the development of a formal global remittance market.
Today, we offer money transfer and bill payment services
under the Western Union? Orland) Valuta® Vige®™ and Pago
Facil™ brands in over 200 countries and territaries.

The Western Union Company was incorporated in
Delaware as a wholly owned subsidiary of First Data on
February 17. 2006 in anticipation of the planned spin-off
described below.
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The Western Union Business

Our revenue is principally generated by money transfer
and payment iransactions. We derive our revenue primanly
from two sources. Most of our revenue comes from fees
that consumers pay when they send money. In certain
consumer money transfer transactions involving different
send and receive currencias, we generate revenue based
on the difference between the exchange rate set by us to
the consumer and the rate at which we or our agenis are
able to acquire currency.

In our consumer-to-consumer segment we provide
our third-party agents with our multi-currency, real-time
money transfer processing systems used to originate and
pay money transfers. Our agents provide the physical
infrastructure and staff required to complete the transfers.
We generally pay our agents a commission based on a
percentage of revenue. The commission is shared between
the agent that initiated the transaction, the "send agent,”
and the agent that paid out the transaclion, the "receive
agent.” For most agents, the costs of providing the physical
infrastructure and staff are typically covered by the agent’s
primary business (e.g., postal services, banking, check
cashing, travel and retail husinesses), making the economics
of being a Wastarn Union agent attractive to our agents.
Weastern Union’s global reach and loyal consumer base
allow us to attract agents we believe 1¢ be of high quality.

In our consumer-to-business segment we offer
consumers options to make payments electronically over
the telephone o the internet, and to make cash payments
in person at an agent location. We process electronic
payments using the consumer's credit card, debit card or
bank account. We process cash payments much like we
process consumer-to-consumer transactions.

- Qur Segments

We manage our business around the consumers we serve
and the type of services we offer. Each segment addresses
a different combination of consumer needs, distribution
networks and services.

I CONSUMER-TO-CONSUMER—provides money transfer
services between consumers, primarily through a global
network of third-party agents using our multi-currency,
real-time money transfer processing systems.

H CONSUMER-TO-BUSINESS —focuses on payments from
consumers to hillers through aur netwarks of third-
party agents and varicus electronic channels. While
we continue to pursue international expansion of our
offerings in selected markets, as demonstrated by our
December 2006 acquisition of Servicio Electranico de
Pago S.A. and related entities {"SEPSA™), substantially
all of the segment’s 2006 revenue was generated in the
United States.




Our other businesses not included in these segments
include Western Union branded money orders available
through & network of third-party agents primarily in the
United States and Canada, and prepaid services. Prepaid
services include a Western Union branded prepaid card
sold through our agent network primarily in the United
States and the Intaernet, and top-up services for third parties
that allow consumers 1o pay in advance for mobile phone
and other services.

Consumer-to-Consumer Segment

Individual money transfers from cne consumer to another
are the core of our business, representing 84% of cur total
consolidatad revenues for 2006. We offer consumers a
variety of ways to send money. Although most remittances
are sent in cash at one of our nearly 300,000 agent locations
worldwide, in some countries we also oifer the ability to
send money over the internet or the telephone, using a
credit or debit card. Some agent locations also accept debit
cards to initiate a transaction. We also offer consumers
several options 1o receive a money transter. While the vast
majority of transfers are paid in cash at agent locations, in
some places we offer payments directly to the receiver's
bank account or a stered-value card.

Operations
Qur revenue is derived primarily fror transaction fees
charged to consumers 10 transfer money. In certain
consumer money transfer transactions involving differant
send and receive currencies, we generaie revenue based
on the difference between the exchange rate set by us 1o
the consumer and the rate at which we or our agents are
able to acquire currency.

In a typical money transfer transaction, a consumer
goes to ane cf our agent locations, completes a form

specifying, among other things, the name and address of
the recipient, and delivers it, along with the principal amount
of the money transfer and the fee, to the agent. This sending
agent enters the transaction information into our data
processing system and the funds are made available
for payment, usually within minutes. The recipient enters
any agent location in the designated receiving area or
country, presents identification and is paid the transferred
amount. Recipients do not pay a fee (although in limited
circumstances, a tax may be imposed on the payment of
the remittance). We determine the fee paid by the sender,
which generally is based on the principal amount of the
transaction and the locations from and to which the funds
are to be transferred.

We maintain three separate multi-currency, real-time
money transfer processing systems through which a
consumer can transfer money from a location within that
system. Money transfer services are available under
the Western Union, Orlandi Valuta and Vigo brands, at
least one of which is available in each focation in the
agent netwaork.

Approximately 85% of our consumer-to-consumer
transactions involve at least one non-United States location.
Mo individual country outside the United States and Mexico
accounted for more than 10% of the segment’s revenue
for the years ended December 31, 2006, 2005, and 2004.
Mexico, shown separately in the table below, accounted
for the largest single source of foreign country revenue in
the segment. Certain of our agents facilitate a large number
of transactions; however, no individual agent accounted
for greater than 10% of the segment's revenue during
these periods. The table below presents the geographic
components of consumer-ta-consurner revenue for Westem
Union, Orlandi Valuta and Vigo as a percentage of the total
segment revenue.

vwars Ended Decsmber 31, 2006 2005 2004

International @ 7 4% 72% 1%
Domesticiot 16% 19% 21%
Maexico e 10% 9% 8%

{al Represenis ransactions betwesn and within foreign countres texciuding Canada and Mexice), transactions ongnated in the United Stales or Canada destined fer fereign countres
and torengn country transactons destned tor the Unied States or Canada. Excludes all ransactions batween or wathin the Urifed States snd Canada and all ransactions to and

from Mexico a8 retiected in ibl and ic) balow.
(bt Repraseats all transactions between and within the United States and Canada
i) Represents all transacuons to and trom Maxico

Scasanality

Consumer-to-consumer segment revenue typically increases
sequentially from the first quarter to the fourth guarter
each year and declines from the fourth quarter to the first
quarter of the following year. This seasonal fluctuation is
related to the holiday season in various countries during
the fourth quarter.

Services

We offer money transfer services worldwide. In 2008, over
90% of our consumer-to-consumer transactions were
traditional cash money transfers involving our walk-in
agent locations arcund the world. In order to enhance the
convenience of our services, we offer a number of options
for sending and receiving funds; however, historically,
demand for in-person, cash money transfers has been the
strongest. The different ways consumers can send or
receive money include the following:

Our Business
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WALK-IN MONEY TRANSFER SERVICE. The majority of
Western Union, Ortandi Valuta and Vigo remittances
constitute transactions in which cash is collected by the
agent and payment {usually cash} is available for pick-up
at another agent location in the designatad receive country,
usually within minutes.

Western Union continues 1o develop new services
that enhance consumer convenience and choice and are
customized to meet the needs of consumers in the regions
whare these services are offered. In the United States,
consumers can use a debit card to send transactions from
many agent locations. In some United States cutbound
corridors and in select international corridors, Western
Union provides Direct to Bank service, enabling a consumer
to send a transaction from an agent location direcily to a
bank account in another country. In certain countries,
Western Union offers payout opticns through a debit or
stored-value card, or through a money order. In a number
of countries in Latin America and the Caribbean, Western
Union agents offer a bank deposit service, in which the
paying agent provides the receiver the option 1o direct
funds to a bank account or 10 a stored-value card. Vigo also
offers Direct to Bank and horne delivery service in certain
receive countries.

Qur "Next Day Delivery” option is & money transfer
that is available for payment 24 hours after it is sent. This
option is available in certain markets for domestic service
within the United States, and in select United States
outbound and international corridors, including Mexico.
The Next Day Delivery service gives our consumers a
lower-priced option for money transfers that do not need
to be received within minutes. The service still offers the
convenience, reliability and ease-of-use that the Western
Union brand represents.

Our “"Money Transfer by Phone” service is available
in select Western Union agent locations in the United
States. In a Money Transfer by Phone transaction, the
consumer is able 10 use a telephone in the agent location
1o speak to a Western Union representative in one
of several languages. Typically the sender provides the
information necessary 1o complete the transaction to
the Western Union operator on the phone and is given a
transaction number, which the sender takes to the agent's
In-store representative to send the funds.

ONLINE MONEY TRANSFER SERVICE. Qur Internet website,
westernunicn.com, allows consumers to send funds
on-line, using a credit or debit card, for pay-out at Western
Union-branded agent locations around the world. Transaction
capability at westernunion.com was launched in the United
States in 2000 and in Canada in 2002. Since 2004, Western
Union has expanded the service to additicnal counines
outside the United States.

TELEPHONE MONEY TRANSFER SERVICE. Our Telephone
Money Transfer service allows Western Union consumers
to send funds by telephone without visiting an agent location.
Consumers call a toll-free number in the United States or
the United Kingdom and use a debit card or credit card 1o
initiate a transaction. The money transfer is then available
for pay-out at an agent location.
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Distribution and Marketing Channels

We offer our consumer-to-consumer service through our
glchal network of third-party agents and the other initiation
and payment methods discussed above. Western Union
provides central operating functions such as transaction
processing, marketing suppart and customer relationship
management {0 our agenis.

Some of our Western Union agents outside the United
States manage subagents. Although these subagents
are under contract with our primary agents {and not
with Western Unien direcily}, the subagent locations have
access to the same technology and services that our agent
locations da.

Qur international agents are able to customize services
as appropriate for their geographic markets. In some
markets individual agents are independently offering specific
services such as stored-value payout options and direct
to bank service. Qur marketing relies on feedback from
cur agents and consumers, and our agenis also market
Cur services.

In February 2008, Western Union International Bank
hegan operations. We chartered the bank in order to adapt
to the challenges presented by the growing trend among
the member states of the Eurppean Unicn to regulate the
money transfer business. Western Union International
Bank holds a full credit institution license, allowing it to
offer a range of financial services thraughout the 27 member
states of the European Union and the three additional
states of the European Economic Area. Teday, the bank
offers retail service in over 20 locations in three countries
and online money transfer services in seven countries

Industry Trends

We participate in a large and growing market for money
transfer. Growth in the money transfer business tends to
correlate to immigration and related employment rates
worldwide. Therefore, an indicator for future growth is the
size of the international migrant population, which o a
certain extent follows economic opportunity worldwide.
In 2008, the United Nations reported that there were
191 millicn people living outside their country of origin in
2005. We anticipate that demand for money transfer
services will continue to grow as individuals continue to
migrate to countries outside of their country of origin.
According to a 2005 United Nations report, during 2005 to
2050, the net number of international migrants maving 1o
more developed regions of the world is projected to increase
by 98 million or an average of 2.2 millien annually.

Aite Group, LLC or "Aite,” an independent research
and advisory firm, estimated in a January 2005 report that
the total value of remittances sent by workers to developed
and emerging regions would be $269 billion in 2006 and
that this amount would grow to $289 billion in 2007. These
figures were estimated primarily by using balance of
payments data reported by the International Monetary
Fund, the InterAmerican Development Bank, central banks
and money transmitters. They do not capture all of the
money transfers sent through informal channels and do
not measure the size of the intra-country market. The World
Bank estimates that unrecerded remittances are at least
half as large as recerded remitiances.




In 2006, consumers transferred $53 billion in consumer-
to-censumer transactions through our company in both cross-
border and intra-country transactions. Funds transferred
through our agent network have increased at a compound
annual growth rate of 26% from 2004 to Z0086.

Another significant trend impacting the money transfer
industry is the increase in regulation in recent years.
Regulation in the United States and elsewhere focuses,
in part, on anti-money laundering and anti-terrorist financing
compliance etforts. Regulations require money transfer
providers, banks and other financial institutions, to develop
systems to monitor and report appropriately on certain
transactions.

Competition

‘We face robust comgetition in the highly-fragmented
consumer-te-consumer money transfer industry. We
compete with a variety of money transier service
providers, including:

I GLOBAL MONEY TRANSFER PROVIDERS — Global money transfer
providers allow consumers to send money 1o a wide
vanety of locations, in both their home countries
and abroad.

I REGIONAL MONEY TRANSFER PROVIDERS — Regional maney
transfer companies, or "niche” players, provide the same
services as global money transfer providers, but focus
on a small group of corridors or services within one
region, such as Nortn Amerca 1o the Caribbean, Central
or South America, or western Europe to north Africa.

BANKS = Banks of all sizes compete with us n a number
of ways, including bank wire services and card-based
services. We believe that banks often use wire transfer
servicas and other money transfer methods to attract
immigrant consumears to their banks so they can sell
them other services and products.

INFORMAL NETWORKS — Informal networks enable people
to transfer funds without formal mechanisms, such as
receipts, and, often, without compliance with government

reporting requirements.

ALTERNATIVE CHANNELS — Alternative channels, including
mail and commercial courier services, online money
transfer services that allow consumers to send money
over the Internet and card-based options, such as ATM
cards and stored-value cards, allow consurmers to send
of receive money.

The most significant competitive factors in consumer-
to-consumer remittances relate to brand recognition,
distribution network, consumer experience and price.

For additional details regarding our consumer-to-
consumer segment, including financial information regarding
our international and United States operations, see
Management's Discussion and Analysis of Financial
Conditiocn and Results of Operations and our financial
statements and the notes to those statements included
elsewhere in this Annual Report.

Consumer-to-Business Segment

We provide a poctfalio of electronic and cash payment
options that provide consumers with fast and canveniant
ways to make one-time or recurring payments. These
sarvices facilitate payments to a variety of organizations
that receive consumer payments including utilities, auto
finance companies, mortgage servicers, financial service
providers and governmental agencies which we socmetmes
refer to as "bitlers.” Revenues from this segment represented
14% of our revenue in 2006.

Operations

Our revenue in this segment is derived primarily from
transaction fees paid by the consumer or the biller. These
fees are typically less than the fees charged in our consumer-
to-consumer segment. In order to make an electronic
payment, the consumer or biller initiates a transaction over
the telephone or the Internet which we process using the
consumer's credit card, debit card or bank account {(processed
through the ACH}. In order to make a cash payment, the
consumer goes 1o an agent location and makes the payment
1o the agent. While we continue 1o pursue international
expansion of our offerings in select markets, such as the
December 2006 acquisition of SEPSA, substantially all of
the segment’s 2006 revenue was generated in the United
States. No individual bilter accounted for greater than 10%
of this segment's revenue during all periods presented.

Seruices

Our consumer-to-business services strive to give consumers
choices as to the payment channel and method of payment,
and include the following:

ELECTRONIC PAYMENTS. Consurmars and hillers use our
Speedpay service in the United States and the United
Kingdom to make consumer payments to a variety of billers
using credit cards, debit cards and ACH. Payments are
initiated over the telephone or the Internet.

Cur Equity Accelerator® service is provided in the
mortgage service industry, enabling consumers to make
mortgage payments by ACH. Itis marketed as a convenient
way for homeowners to schedule additional recurring
principal payments on their moertgages. Consumers envoll
in the service, customize their payment schedule and make
paymenis through one or more hank accounts.

casH paymenTs. Consumers use our Quick Collect
service 10 send guaranteed funds 1o businesses and
government agencies from over 50,000 Western Union
agent locations across the United States and Canada, using
cash and, in select locations, a debit card. Consumers use
our Convenience Pay service to send payments by cash
or check from a smaller number of Convenience Pay agent
locations primarily to utilities and telecommunication
providers. We alsc offer Quick Cash, a cash disbursement
service used by businesses and government agencies to
send money to employees or individuals with whom they
have accounts or other business relationships. in addition,
our recent acquisition, SEPSA, provides a walk-in bill
payment service in Argentina and operaies under the
weli-known Pago Fécii brand.

Oz Business
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Distribution and Marketing Channels

Qur electronic payment services are available primarily
through the telephone and the Internet, while our cash-
based services are available through aur agent networks.
Billers market our services to consumers in a number of
ways, and we market our services directly 1o consumers
using a variety of means, including advertising matenals
and promational activities at our agent locations. Consumers
can also participate in the Western Union Geld Card program
when making cash payments to billers.

Industry Trends

The consumer-to-business payment industry has evolved
with technological innovations that created new methods
of processing payments from individuals to businesses.
We believe that the United States is in the midst of a trend
away from paper checks toward electronic payment methods
accessible through multiple technologies. We believe that
the market will reward those companies that are able to
provide consumers with fast and reliable ways 1o make
payments by the method and through the means of their
choice. Mistorically, the majority of hills in the United States
were paid through checks in the mail. In 1989, Western
Union began offering an agent-based cash bill payment
solution which provided consumers with a convenient,
walk-in, cash-based way 10 pay their bills. Further innovation
in the industry led to the creation of electronic options
tor consumer payments including ielephone and online
services. In a February 2005 report, Aite estimated that
more than 18 billion bill payments would be made in 2005
in the United States alone.

The consumer-to-business payment industry cutside
the United States is at varying stages of development. in
some countries, walk-in cash payments at a biller's office
or through a third party network are widely used, while in
other countrigs electronic payment options are finding
ready acceptance by consumers and businesses alike.

Campetition

We face robust competition in the highly-fragmented
consumer-to-businegss payment industry. Competition in
electronic payments includes financiat institutions twhich
may offer bill-payment services in their own namsa or may
"host" payment services operated under the names of
their clients), billers offering their own ar third-party services
to their own customers, and third-party providers of
all sizes olfering services directly to consumers. In
many £ases, competitors specialize in @ small number of
industries. Competitors for cash payments include a biller's
own walk-in locations, or those provided by others, some
only on a regional basis, as well as mail and courier senvices.
There is also competition between electronic and cash-
based payments methods.
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The most significant competitive factors in this
segment relate 1o brand recognition, convenience, variaty
of payment methods and price.

For additionat details regarding our consumer-te-
business segment, see Management's Discussion and
Analysis of Financial Condition and Results of Operations
and our historical financial staterments and the notes 1o those
statements included elsewherea in this Annual Report.

Other
Our remaining business units are grouped in the "Other”
category, which includes money orders and prepaid
services.

We sell Western Union branded money orders, 1ssued
by Integraied Payment Systems, Inc. or “IPS” {IPS is a
subsidiary of First Data), to consumers at non-bank retail
locations primarily in the United States and Canada. Money
order revenue is generated through a combination of
commissions collected from IPS and per item fees collected
from agents. In a money order transaction, a consumer
purchases a maney arder from an agent. The agent selling
the money order generally remits the funds collected from
the consumer te IPS promptly following the sale date.
Agents generally receive no commissions from us on
money order sales, but rather earn revenue by charging a
fee 1o the consumer for the purchase of the money order.
We do not believe the recent announcement of First Data
of its plan 1o exit its official check and money order business
will have a significant impact on us, as First Data has
indicated it will honor its contract with us through the initial
contract term of 2011. We beligve this provides us with
adequate time to replace the services currently provided
by First Data.

Waestern Union also offers prepaid services
consisting of:

1 a Western Union branded prepaid card
(issued by a third party); and

1 third-party top-up services.

The Western Union branded prepaid card is seld
through cur agent network primarity in the United States
and the Internet. Qur “top-up” services allow consumers
to pre-pay for mobile phone or other services, and otherwise
store value with service providers that can be accessed
by the consumer in the future.




You should read the following discussion in conjunction
with the consolidated financial statements and the notes
to those statements inciuded elsewhere in this Annual
Report. This Annual Report contains certain statements
that are forward-iooking within the meaning of the Private
Securities Litigation Reform Act of 1895, Certain staternents
contained in the Management'’s Discussion and Analysis
of Financial Condition and Results of Operations are forward-
fooking statements that involve risks and uncertainties.
The forward-looking statements are not historical facts,
but rather are based on current expectations, estimates,
assurnptions and projections about our industry, business
and future financial resulfts. Our actual results could differ
materially from the resuits contemplated by these forward-
looking statements due to a number of factors, including
those discussed in other sections of this Annual Report.
See “Forward-Looking Statements.”

Querview

We are a leading provider of money transfer services,
operating in two business segments:

1 Consumer-to-consumer maoney transfer senices,
provided primarily through a global netwaork of third-
party agents using our multi-currency, real-time
money transier processing systems. This service
is available for both international cross-border
transacticns —that is. the transfer of funds from one
country to another —and intra-country transfers—that
is, money transfers frorm one location to another in
the same country.

Consumer-to-business payment services, which
allow consumers to send funds to businesses and
other organizations that receive consumer payments,
including utilities, auto finance companies, mortgage
servicers, financial service providers and government
entities (all sometimes referred to as “billers”)
through our network of third-party agents and various
electronic channels.

Businesses not considered part of the segments
described above are categorized as “Other” and generated
approximately 2% of cur total conselidated revenue for
the year ended December 31, 2006.

The censumer-to-consumer money transfer service
is available through an extensive network of agent locations
that offer Western Union services around the world. Some
of our agent lecations only pay cut and do not send money.
In addition to our agent locations, we are expanding the
ability of consumers to send money through other channels,
such as our Intérnet site, westernunion.com, and the
telephone. Consumer-to-consumer money transfer service
is available through the Western Union® QOrlandi Valuta®
and Vigo™ brands, and includes locations offering any of
our three brands.

The consumer-to-businegss service allows consumers
to transter money to a biller. This service is availzble at
many of our Western Union agent locations and in some
instances through the Internet or by telephone primarily
in the United States. In December 2006, we acquired the
remaining 75% interest in Servicio Electronico de Pago
S.A., and related entities ("SEPSA"), a walk in bill payment
company based in Argentina with more than 3,300 locations.
Prior to the acquisition, we held a 25% interest in SEPSA.

Factors that we believe are important to our long-term
success include international growth by expanding and
diversifying our consumer-to-consumer glehal distribution
network, building our brands, enhancing the consumer
experience, exganding the channels by which consumers
can send or receive money and diversifying our consumer-
to-consumer service offerings, expanding into new biller
and other business and government relationships, and
expanding the international presence of our consumer-1c-
business offerings. Significant factors affecting our financial
position and results of operations include:

n Transaction volume is the primary generator of
revenue in our businesses. Transaction volume in
our consumer-to-consumer segment is affected by,
among other things, the size of the international
migrant population and individual needs to transfer
funds in emergency situations. We anticipate the
demand for money transfer services will be strong
as individuals continue to migrate to countries outside
ot their countries of origin. A reduction in the size
of the migrant population, interruptions in migration
patterns or reduced employment opportunities
including those resulting from any changes in
immigraticn laws, economic development patterns
or political events, could adversely affect our
transaction volume, For example, during 2006, the
United States to Mexico and United States domestic
businesses, and to a lesser extent United States
outhound businesses, were adversely impacted by
the immigration debate and related activities in the
United States. This controversy arcund the subject
of immigration and the changes in the approach of
varnous government entities to the regulation of
businesses that employ or sell to immigrants has
created fear and distrust among some consumers
in the United States. As a result, the frequency of
money transfer transactions involving these consumers
has decreased and some competitors have lowered
prices and fareign exchange spreads in certain markets.
These and other issues adversely affected our
Mexico and United States domestic businesses,
and to a lesser extent our U.S. cutbound business
in 2006, and we expect them 1o continue to impact
our businesses in the future. Certain actions taken
by the State of Arizona with respect to money transfer
service providers have added to the uncertainty of
some of our consumers. For more discussion on
this matter, refer to the consumer-to-consumer
segment discussion below.

Management’s Discussion and Analysis af Finanvial Condition and Results of Operasions
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n Revenue is also impacted by prices charged to the
consumer, the amount of maney sent, and by changes
in the exchange rate between foraign currencies,
particularly the euro, and the United States
dollar. We have made periodic pricing decreases in
response to competition and to implement our brand
investrent strategy, which includes better meeting
consumer needs, maximizing market opportunities
and strengthening our overall competitive positioning.
Pricing decreases generally reduce margins, but are
done in anticipation that they will result in increased
transaction volurmes. Such pricing decreases have
averaged approximately 3% of our annual revenues
over the last three years, a trend that is expected
o continue.

We continue to face robust competition in both our
consumer-to-consumer and consumaer-to-business
segments from a variety of money transfer and
consumer payment providers. We believe the most
significant competitive factors in the consumer-to-
consumer segment relate to brand recognition,
distribution network, consumer experience and price
and in the consumer-ic-business segment relate to
brand recognition, convenience, variety of payment
methods and price.

Regulation of the money transfer industry 1s
increasing. The number and complexity of regulations
around the world and the pace at which regulation i1s
changing are factors that pose significant challenges
to our business We continue to implement policies
and programs and adapt our business practices and
strategies 10 help us comply with current legal
requirements. as well as with new and changing
legal requirements affecting particular services, or
the conduct of our business in general. Qur activities
include dedicated comaliance personnel, training
and monitoring programs, government relations and
regulatory outreach efferts and support and guidance
1o the agent natwork on compliance programs.
These efforts increase our costs of doing business.

Our consumer-to-busingss segment continues to
experience a shift in demand in the United States
from cash-based walk-in payment services to
lower margin, higher volume grewth electrenic
payment Services.
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Significant Financial and Other Highlights

Qur spin-off from First Data was completed on
September 29, 2006. As such, profit and cash flow
comparisons with prior year are and will continue te
be meaningfully impacted by the fact that, up until
Septamber 29 2006, we were a segment of First
Data, while now we are a stand alone company. In
particular, interest expense and corporate ovearhead
costs will be higher in the future than they were in the
past. Significant financial and other highlights for the
year endad December 31, 2008 include:

We generated $4,470.2 million in 1o1al consolidated
revenues and $1,311.4 millicn in consclidated
operating income, resulting in year-overyear growth
of 12% and 3% in total consolidated revenues and
operating income, respectively.

Consolidated net income during 2006 was
$914.0 million, reprasenting a decrease of 1% from
2005. Basic and diluted earnings per share during
2006 were §1.20 and $1.19, respectively, compared
to basic and diluted earnings per share of $1.21
in 2005.

We completed 147 millicn consumer-to-consumer
transactions worldwide, an increase of 24% over
2005. Excluding transactions attributable to Vigo
Remittance Corporation, or “Vigo,” which was acquired
in October 2005, consumer-to-consumer transactions
increased 17% in 2006 compared to 2005.

We compieted 249 million consumer-to-business
transactions, an increase of 16% over 2005. Excluding
transactions attributable to SEPSA, consumer-
to-business transactions increased 11% in 2008
cornpared to 2005.

Consolidated cash flow provided by operating activities
was $1,108.9 million, representing an increase of
11% from 2005 consolidated cash flows provided
by operating activities of $1,002.8 million.

The Separation of Western Union from First Data
The spin-off by First Data of its money transfer and
consumer paymeants business tc our company became
effective on September 29, 2006 through a distribution
o0f 100% of the common stock of The Western Union
Company to the holders of record of First Data’s common
stock {the “Distributicn”). The Distribution was pursuant
to the separation and distribution agreement by which First
Data contributed to The Westarn Union Company the
subsidiaries that operated its money transfer and consumer
payments businesses and its interest in a Western Union
money ransfer agent, as well as related assets, including
real estate. First Data received a private letter ruling from
the Internal Revenue Service and an opinicn from tax
counsel to the effect that the spin-off was tax free to the
stockholders, First Data and Western Union. First Data
distributed all of the shares of Western Union common
stock as a dividend on First Data common stack as of the
record date for the Distribution.




In connection with the spin-oft, we transterred to First
Data approximately $3.5 billion in the form of a combination
of cash and our debt securities, which included a dividend
paid to First Data in the form of a promissory note from
our subsidiary, First Financial Management Corporation,
or “FFMC, " in an aggregate principal amount of $2.4 billion,
which we subsequently settled through borrowings under
a bridge loan facility &s part of the Distribution, the issuance
of $1.0 billion in Western Union notes, and a cash payment
to First Data of $100.0 million, which was financed ihrough
borrowings under the $1.5 billion revolving credit facility
that we entered into in connection with the spin-off. The
bridge loan was paid off in November 2006 through the
issuance of a combination of fixed and floating rate notes
with maturities ranging between two and 30 years
and commercial paper. The remaining approximately
$602 million reflected as a dividend 1o First Data in our
consolidated statements of stockholders' (deficiency)/net
investmant in The Western Union Company was comprised
of cash, consideration tor an cwnership interest held by a
First Data subsidiary in one of our agents which had already
been reflected as part of cur company, settlement of net
intercompany receivables {exclusive of certain intercompany
notes as described in the following paragraph), and transfers
of certain liabilities, net of assets.

We also settled certain intercompany notes receivable
and payable with First Data along with related interest and
currency swap agreements associated with these notes
as part of the spin-cff. The net settlement of the principal
and related swaps resulted in a net cash inflow to our cash
flows from financing activities of $724.0 million. The net
seitlemeni of interest on these notes receivable and
payable of $40.7 miilion was reflected in cash flows from
operating activities in our consolidated statement of
cash flows.

A significant portien of the expenses to effect the
separation were incurred by First Data, such as investrment
banker fees, outside legal and accounting fees relating
to the spin-off, office move costs. costs io separate
information systermns and consulting costs. Western Union
incurred separation costs that have a future benefit 1o our
company, including stock compensation expense related
to the Distribution, reorganization expenses, and other
items such as recruiting and relocation expenses associated
with hiring key senior management positions new to our
company, and the consulting costs incurred to develop
ongoing processes.

Adaption of SFAS No. 123R
We adopted Statement of Finangial Accounting Standards
("SFAS™) No. 123R, "Share-Based Payment,” {"SFAS
No. 123R"), following the modified prospective method
effective January 1, 2006. SFAS No. 123R requires all
stock-based payments to employees to be recognized in
the income statement based on their respective grant date
fair values over the correspending service periods and also
reguires an astimation of forfeitures when calculating
compensation expense. Stock-based compensation
expense. including stock compensation expense allocated
by First Data prior to the spin-off on September 29, 2006
and the impact of adopting SFAS No. 123R, was
$30.1 million for the year ended December 31, 2006.

In December 2005, First Data accelerated vesting of

all outstanding unvested stock options granted to its officers
and employees under its 2002 Long-Term Incentive Plan.
The decision to accelerate the vesting of these stock options
was made primarily to reduce stock-based compensation
expense that otherwise likely would have been recorded
in future perieds following First Data's adoption of SFAS
No. 123R. We recognized compensation expanse of
$1.8 millien during the fourth quarter of 2005 related 10
accelerated vesting.

Refer 10 "Note 16 —Stock Cempensation Plans” in
our historical consolidated financial statements for a more
detailed discussion of First Data’s and our stock-based
compensation plans and the adoption of SFAS No, 123R.

Basis of Presentation

The financial statements in this Annual Report for periods
ending on or after the Distribution are presented on a
consolidated basis and include the accounts of the Company
and our majority-owned subsidiaries. The financial
statermnents for the pericds presented prior 1o the Distribution
are presented on a combined basis and represent those
entities that were ultimately transterred to the Company
as part of the spin-oft. All significant intercompany accounts
and transactions between our company's segments have
been eliminated. The historical statemenis of income
include expense allocations for certain corporate functions
historically provided to Western Union by First Data, including
treasury, tax, accounting and reporting, mergers and
acguisitions, risk management, legal, internal audit,
procurement, human resources, investor relations and
information technology. If possible, these allocations were
made on a specific identification basis. Otherwise, the
expenses related to services provided ic Western Union
by First Data were allocated to Western Union based on
the relative percentages, as compared to First Data's other
businesses, of headcount or other appropriate methods
depending on the nature of each itemn of cost to be allocated.
Pursuant to a transition services agreement we entered
into with First Data prior to the spin-off, First Data is provid-
ing Western Union with certain of these services at pricas
agraed upon by First Data and Western Union for a period
of up to one year from the date of the spin-off. Western
Union has arranged to procure other services pursuant to
arrangements with third parties. The costs historically
allocated to us by First Data for the services it bas provided
us may have been lower than the costs we will incur to
obtain these services following the spin-off. In addition to
the transition services agreement, we hava entered into
a nurmber of commercial agreements with First Data in
connection with the spin-off, many of which have terms
longer than a year.

We expect that certain expenses related to being a
stand-alone company will be higher in the future than the
historical amounts reflected in the consolidated staterments
of income. The financial information presentad in this Annual
Report prior to the spin-off date of September 29, 2006
does not reflect what cur consolidated financial position,
results of operations or cash flows would have been as a
stand-alone company dunng the periods presented and is
not necessarily indicative of our future consolidated financial
position, results of operations or cash flows.

Management’s Discussiom and Analysis of Financial Condition and Results of Operations
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Components of Revenue and Fxpenses

The following briefty describes the componenits of ravenue
and expenses as presented in the consolidated staterments
of income. Descriptions of cur revenue recognition policies
are included in Note 2— " Summary of Significant Accounting
Palicies” in our consolidated financial statements.

TRANSACTION FEES — Transaction fees are charged to
consumers for sending meney transfers and consumer-
to-business payments. Consumer-to-consurner transaction
fees generally vary according 10 the principal amount of
the money transfer and the locations from and ¢ which
the funds are sent. Transacticn fees represented 83% of
Western Union’s total consolidated revenues for the year
ended December 31, 2008, and are most reflective of our
performance.

FOREIGN EXCHANGE REVENUE —In certain consumer
maney transfer trensactions invelving different send
and receive currencies, we generate revenue based
on the difference between the exchange rate set by us
to the consumer and the rate at which we or our agents
are able to acquire currency. Foreign exchange revenue
growth has historically been driven principally by growth
in international cross-currency transactions rather than
changes 1o the foreign exchange spread. Foreign exchange
revenue represented approximately 15% of Western
Umion’s total consclidated revenues for the year ended
December 31, 2006.

COMMISSION AND OTHER REVENUES — Commission
and other revenues representied approximately 2% of
our total consolidated revenue for the year ended
Decermnber 31, 2006, Commission and other revenues
consist of commissions we receive in connection with the
sale of money orders, enrollment fees received when
consumers enrofl in gur Equity Accelerater® program
(a recurring mortgage payment service programy, revenue
recorded for reimbursable cosis incurred to operate
payment services programs and investment income
primarily derived from interest generated on monay transfer
and payment services settlement assets as well as realized
nat gains and losses from such assets.

cosT orF services — Cost of services includes the costs
directly associated with providing services to consumers,
including commissicns paid to agents and billers, personnei
expenses, software maintenance costs, eguipment,
telecommunications costs, bark fees, infrastruciure costs
to provide the resources and materials necessary to pffer
maoneay transfer and other payment services {including
reimbursable costs), depreciation and amortization expense,
and other operating expenses.
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SELLING, GENERAL AND ADMINISTRATIVE-— Seliing, general
and administrative, or "SG&A,” primarily consists of salaries,
wages and related expenses paid to sales and administrative
personnel, as well as advertising and promotional costs
and other selling and administrative expenses. Prior to
September 29, 2006, the date of the spin-off, SG&A also
includes allocations of general corporate overhead costs
from First Data.

INTEREST INCOME — Interest income consists of interest
earned on cash balances not required to satisfy settlement
abligations and in connection with a loan made to one of
cur agents.

INTEREST EXPENSE — Interest expense represents interest
incurred in connection with outstanding borrowings payable
to third parties.

DERIVATIVE (LOSSES)/GAINS, NET—Derivative gains and
losses include realized and unrealized gains and losses
associated with certain foreign currency forward contracts
that did not qualify as hedges under derivative accounting
rules prior to September 29, 20086, and the portion of the
change in fair value that is considered ineffective or is
excluded from the measure of effectiveness related to
contracts designated as accounting hedges entered into
on or after September 29, 2006. Derivative gains and lcsses
do not include fluctuations in foreign currency forward
contracis intended to mitigate exposures on settlement
activities of our money transfer business, which along
with the gains and losses on the revaluation of the related
settlement assets and obligations, are reflected in operating
EeXPEnses.

FOREIGN EXCHANGE EFFECT ON NOTES RECEIVASLE FROM
FIRST DATA, NET—Certain of the notes receivable from First
Data in our consolidated balance sheets were repayable
In euros, and certain of those euro denominatad notes also
had foreign currency swap agreements associated with
them. These notes receivable were translated based on
current exchange rates between the eure and the United
States dollar, and changes in fair value of the related foreign
currency swap agreements were recorded based on current
market valuations. The effect of translation adjustments
and recording the foreign currency swaps to market
is reflected in our consolidated statements of income
as foreign exchange effect on notes receivable from
First Data. All notes receivable and payable with First
Data were settled in connection with the spin-off on
September 29, 2006.

INTEREST INCOME FROM FIRST DATA, NET—Inierest income
frem First Data, net consists of interest income earned on
notes receivable from First Data, net of interest expense
incurred on notes payable to First Data. All notes receivable
and payable were settled in connecuon with the spin-off
on September 29, 20086,

OTHER INCOME, NET— Other income, net is comprised
primarily of equity earnings from equity investments and
other income and expenses.




Results of Operations

The following discussion of our results of operaticns
refers 10 the year ended December 31, 2006 compared
to the same period in 2005 and the year ended
December 31, 2005 compared to the same peried in 2004.
The results of operations should be read in conjuncticn
with the discussion of our segment results of operations,

which provide more detailed discussions concerning

certain compongnts of the consolidated statements

of income_ All significant intercompany accounts and
transactions between our company’s segments have been

eliminated.

The following table sets forth our consolidated resuits of operations for the years ended Decermnber 31, 2006, 2005

and 2004,
Years Ended Decensber 31, % Chunge
20085 2005

(i miiltions, except pev share antsunts) 2006 20065 2004 . 2005 us. 2004
AEVENUES:
Transaction fees $3,696.6 $3,154.8 $3,006.1 [0% 12%
Foreign exchange revenue 653.9 531.0 449.6 23% 18%
Commission and other revenues 119.7 102.1 91.9 17% 11%
Total revenues 4,470.2 3,987.9 3,547.6 120 12%
EXPENSES:
Cost of services 2,430.5 2,118.9 1,859.4 15% 14%
Selling. general and administrative 728.3 599.8 576.1 21% 4%
Total expenses 3,158.8 2,718.7 2,435.5 16% 12%
Operating income 1,311.4 1,269.2 1,112.3 3% 14%
OTHERA INCOME/(EXPENSE):
Interest income 40.1 7.6 1.8 * *
Interest expense (53.4) (1.7} {1.7) * *
Denvative {losses)fgains, net {21.2) 45.8 (30.2) ° *
Foreign exchange effect on

notes receivable fram First Data, net 10.1 (5.9) 7.5 * *
Interest incorme from First Data, net 35.7 243 9.1 * i
Other income, net 124 48 . *
Total other income/lexpensel, net 23.7 749 (13.5) " .
Income before income taxes 1,335.1 1,344.1 1,098.6 (1)% 22%
Provision for income taxes 421.1 416.7 347.0 1% 20%
Net income 5 914.0 8 927.4 $ 7516 (1)% 23%
Basic earnings per share s 1.20 s 121 § 098 (1% 23%
Diluted earnings per share § 1.19 $§ 121 $ o9r (2)% 23%

* Caleulation not insamnghul
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Revenues overview

The following provides highlights of revenue growth while
a more detailed discussion is included in “—Segment
Discussion™:

Transaction Fees and Foreign Exchange Revenue

The majority of transaction fees and foreign exchange
revenue are contricuted from our consumer-to-consumer
segment, which is discussed in greater detail in "—Segment
Discussion.” Transaction fees and foreign exchange
ravenue grew 12%, 12% and 13% during the years ended
December 31, 2006, 200% and 2004 compared to the
previous year, respectively. Increased money transfars at
existing agent locations and, to a lesser extent, new agent
locations contributed to increased transaction volume and
fee revenue for each of those years. Our acquisition
of Vigo in October 2005 contributed $140.5 miltion in
total revenue during the year ended December 313, 2006
compared to $24.2 milhon during the year ended
December 31, 2005.

Fluctuations in the exchange ratic between the euro
and the United States dollar have resulied in the following
benefit or reduction to consumer-to-consumer revenue
over the previous year {which represents over 80% of our
consolidated transaction fee and foreign exchange revenue),
net of foreign currency hedges, that would not have
occurred had there been a constant exchange ratio
(in millions):

Year Ended Decembar 31, Renetic A Reductian)
2006 $11.5
2005 $(1.9)
2004 $73.4

QOn a euro adjusted basis and excluding Vigo,
transaction fee and foreign exchange revenue increased
9%, 12% and 11% in 2006, 2005 and 2004 compared 10
the respective previous year.

During 20086, Western Union's business was adversely
impacted by the immigration debate and related activities
in the United States. This controversy around the subject
of immigration and the changes in the approach of various
government entities to the regulation of businesses that
employ or sell 10 immigrants has created fear and distrust
among some consumers who send money from the United
States to other countries, and among some consumers
who send money within the United States. As a result,
the frequency of money transfer transactions involving
these consumers has decreased and some competitors
have lowered prices and foreign exchange spreads in
certain markets. These and other issues adversely affected
our Mexico and United States domestic businesses, and
10 a lesser extent our U.S. outbound businesses in 2006,
and we expecl these issues to continue to impact our
businesses in the future. Certain actions taken by the
State of Arizona with respect to Western Union have added
o the uncertainty of some of our consumers. For more
discussion on this matter, refer to the consumer-to-
consumer segment discussicn below.
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Foreign exchange revenue increased for the years
ended December 31, 2006, 2005 and 2004 over each
respective previcus period due to an increase in cross-
currency transactions primarily as a result of strong
growth in international consumer-to-consumer transactions
and the acquisition of VYige. During the year ended
December 31, 2006, the increase in foreign exchange
revenue was partially offset by reduced foreign exchange
spreads in selected markets.

Commission and Other Revenues

During the years ended December 31, 2008, 2005 and
2004, commission and other ravenues increased over
the previcus corresponding period primarily as a result
of increased money order commissions due to higher
investment income on money orders pending settlement,
and higher enrcliment fee income due 1o more customers
participating in the Equity Accelerator program. In addition,
2006 commission and other revenue benefited from higher
investment income on higher money transter and payrment
services settlement asset balances.

Operating Expenses Overview
The following provides highlights of our operating
expenses:

Cost of Services
Cost of services as a percentage of revenus was 54%,
53% and 52% for the years ended December 31, 2006,
2005 and 2004, respactively.

The majority of the increase in cost of services in
the year ended Cecember 31, 2006 compared tc 2005
was attributable to an increase in agent commissions
corresponding o the increase in revenue, and the shift in
our husiness mix reflecting stronger growth from our
international business, which carries higher cost of services
due 10 higher commission expense compared to our
domestic and Mexico businesses which carry lower cost
of services. Another factor impacting cost of services as
a percent of revenue is the October 2005 acquisition
of Vigo, which has higher cost of services compared
to Western Union branded money transfers. Higher
stock compensation costs in connection with the adoption
of SFAS No. 123R, and higher employee incentive
compensation expense have also contributed to the increase
in cost of services as a percent of revenue

The majority of the increase in cost of services for
the year ended December 31, 2005 compared to 2004
was altributable to an increase in agent commissions
corresponding to the increase in revenue. In addition, an
$8.7 million impairment charge was recorded in 2005 due
10 a change in strategic direction related to Eposs Limited,
or "Eposs,” a United Kingdom-based seller of cellular
prepaid services. We sold cur majority interest in Eposs
on April 28, 2006. We alsc recognized an $8.2 million
charge in the fourth quarter of 20065 related to an additional
accrual of domestic and international escheatment liabilities
as further discussed in Note 5—"Commitments and
Contingencies” to cur consolidated financial statements.




The year ended December 31, 2005 included lower
employee incentive compensation expanse compared to
2004 primarily as a result of certain internal performance
targets for First Data not being achieved in 2005 whereas
all targeted discretionary incentive compensation was paid
in 2004,

Selling, General and Administrative

Selling, general and administrative expenses increasad for
the year ended December 31, 2006 due primarily to higher
costs incurred in 2006 related to Vigo, increased costs
associated with being a stand-alone public company
discussed below, higher stock compensation expense
from the adoption of SFAS No. 123R, and higher employee
incentive compensation expenses in 2006 compared
to 2005.

In line with our strategic objective of building the
Western Union brand, marketing related expenditures
included in operating expenses increased during the year
ended December 31, 2006 over the comparable period in
2005 and were approximately 7% of consolidated revenue,
a trend that has occurred over the last three years and we
expect will continue in the future. Marketing expense
includes advertising, events, loyalty programs and employees
dedicated to marketing activities.

Incremental independent public company expenses
of $25 million in 2006 relate to staffing additions and related
costs fo replace First Data support, corporate governance,
information technology, corporate branding and global
affairs, benefits and payrolt administration, procurement,
workforce reorganization, stock compensation, and other
expenses related to being a stand-alone public company
as well as recruiting and relocation expenses associated
with hiring key management positions new to our company,
other employee compensation expenses and temporary
labor used 10 develop ongoing processes. These expenses
are those in excess of amounts allocated 1o us by First
Data prior to September 29, 2006 or beyond amounts we
presume First Data would have allocated subsequently
thereto, We expect most of these expenses will continue
to be incurred in future periods.

SG&A expenses increased for the years ended
December 31, 2005 and 2004 due to an increase in
marketing related expenses over that in the prior years in
line with increases in our revenues. The year ended
December 31, 2005 also included lower employee incentive
compensation expense compared to 2004 primarily as
a result of certain internal performance targets for First
Data not being achieved in 2005 whereas all targeted
discretionary incentive compensation was paid in 2004.

Interest Income

Interest income increased during the year ended
December 31, 2006 compared 10 2005 due 10 higher
international cash balances resulting from the net cash
received in connection with the settlement of intercompany
notes with First Data {net of certain other payments made
to First Data} on the spin-off date, and from cash generated
through our international operations. Also contributing to
higher interest income in 2006 was interest income recorded
in connection with a loan for $140.0 million made to one
of our agents in the first quarter of 2006. Interest income
during the year ended December 31, 2005 also benefited
from higher internationat cash balances generated through
our international operations compared 1o 2004,

Interest Expense

Interest expense increased ¢ $53.4 million for the year
ended December 31, 2006 compared to $1.7 million
during 2005, due to interest expense on our outstanding
borrowings that arose in connection with the spin-off
on September 29, 2006. Interest expense will increase
significantly in 2007 since the related borrowings will be
outstanding during the full year of 2007 compared to three
months during 2006.

Derivative (Losses)/Gains, Net
Cur foreign currency forward contracts that did not qualify
as hedges under applicable derivative accounting rules
were held primarity in the euro and British pound and have
a maturity of one year or less. Prior to September 29, 2006,
we did not have any forward contracts that qualified
as hedges, and therefore the gains and losses on these
contracts were reflected in income priar to that date. Gains
and losses resulting from changes in the vatuation of these
forward contracts were recognized based on variations
between foreign currency market exchange rates and the
forward contract rates, primarily the euro, which resulted
in forgign currency losses in 2006 of $21.2 million, gains of
$45.8 million in 2005, and losses of $30.2 million in 2004,
On September 29, 2006, we re-established our foreign
currency forward positions to qualify for cash flow hedge
accounting. As a result, on a go-forward basis, we anticipate
the amounts reflected in this income statement caption
will be minimal, and will relate primarily to the portion of
the change in fair value that is considered ineffective or is
excluded from the measure of effectiveness related to
contracts designated as accounting hedges. For example,
in the fourth quarter of 2006, after we re-established our
foreign currency forward positions to gualify for hedge
accounting, cur foreign exchange gain recognized was
$0.6 mitlion compared to a gain of $7.2 million during the
fourth quaner of 2005 when our foreign currency forward
contracts did not qualify for hedge accounting treatment.
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Foreign Exchange Effecton

Notes Receivable from First Dara, Net

The revaluation to fair market value of notes receivable
from First Data and the related foreign currency
swap arrangaments that were denominated in euros
benefited income before income taxes in the year
ended December 31, 2006 by $10.1 million compared
to a reduction to income before income taxes in the
corresponding period in 2005 by $5.9 millien. For the year
ended 2005 compared to 2004, these mark-to-market
valuations resulted in decreased income befcre income
taxes of $13.4 million, Such fluctuations typically correspond
to changes in the value of the euro.

All notes receivable from First Data, net of notes
payable to First Data, and related foreign currency swap
agreements were settled in cash in connection with the
spin-off on September 28, 2008. Accordingly, no such
amounts will be recognized in the future.

Interest Income from First Data, net

Interest income from First Data, net consists of interest
income earned on notes receivable from First Data, partially
offset by interest incurred on notes payable to First
Data. Interest income from First Data increased for all
pericds presented through the spin-off from First Data
on September 29, 2006 due to increased average net
barrowings by First Data from Western Unian affiliates.
As part of the spin-off, all remaining notes payable and
notes receivable to or from First Data were seitled in cash.
As a result, no interest income from First Data will be
recognized in the future, however, we will earn interest
income on our cash balances as descrbed above.

Other Income, Net

The increase in Other income, net during the years ended
December 31, 2006 and 2005 compared to the previous
corresponding years was driven by higher equity earnings
from equity method investments.

Income Taxes

Our effactive 1ax rates on pretax income were 32%, 31%
and 32% for the years ended December 31, 2006, 2005
and 2004, respectively. The effective tax rate over the
three periods remained relatively constant, with 2005
benetiting slightly from certain state tax adjustments. We
astimate our 2007 tax rate will be approximately 32%
based on current facts and circumstances.

We have established contingency reserves for material,
known tax exposures, including potential tax audit
adjustments with respect to our international operations,
which were restructured in 2003. Our reserves reflect
what we believe to be reascnable assumptions as to the
likely resolution of the issues involved if subject 1o juthtial
review. While we believe that our reserves are adequate
to cover reasonably expected tax risks, there can be no
assurance that, in all instances, an issue raised by a tax
authority will be resolved at a financial cost that does not
exceed our related reserve. Any difference from our position
as recorded in our consolidated financial statements and
the final resolution of a tax issue will be reflected in our
company's income 1ax expense in the peried during which
the issue is resolved. Such resolution could also affect our
effective tax rate in future periods.
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To address certain tax aspects of the 2003 restructuring
of our international operations, discussions were initiated
with the Internal Revenue Service (“IRS") pursuant to its
Advance Pricing Agraement {" ARPA") program. However,
we ware notified by the IRS in October 2006 that we will
not be able to conclude an arrangement acceptable to us
threugh the APA Program. Thus, the tax aspects of the
2003 restructuring will be addressed as part of ongoing
federal income tax audits.

We have benefited from the 2003 restructuring by
having our income from certain foreign-to-foreign money
transfer transactions taxed at relatively low foreign tax
rates rather than the U.S. and state combined statutory
tax rate. The amount of taxes attributable to such rate
differential cumulatively totaled $210.8 million through
Lecember 31, 2006.

Earnings Per Share

During the years ended December 31, 2006, 2005 ang
2004, basic earnings per share were $1.20, $1.21 and
£0.98, respectively, and diluted earnings per share were
$1.19, $1.21 and $0.98, respectively. All issued and
cutstanding shares of Western Union common stock,
consisting of 100 shares, were held by First Data pricr to
September 29, 2006. Accordingly, for all periods presented
prior to the spin-off which occurred on September 29, 2006,
basic and diluted earnings per share were computed using
our basic shares ouistanding as of the spin-off date.
Unvested shares of restricted stock are excluded from
basic shares cutstanding. Diluted earnings per share
subsequent to September 29, 2006 reflects the potential
dilution that could occur if outstanding stock options on
the presented dates are exercised and shares of restricted
stock have vested. Dilutive shares included in the annual
earnings per share calculation going forward will increase
as such potentially dilutive shares will be outstanding during
the entire periods presented. The repurchase of 0.9 million
shares during the year ended Decernber 31, 2006 had an
anti-dilutive effect on earnings per share. Of the 73.8 million
outstanding options to purchase common shares of cur
company, over 60% of those options are held by employees
of First Data.

Diluted earnings per share decreased during the year
ended December 31, 2006 compared to the previous year
due 1o decreased net income and the increase n diluted
shares outstanding, which was driven by the factors
described in the preceding paragragh and because prior
to the September 29, 2006 spin-off date, there were no
potentially dilutive instruments outstanding. Dilutive earnings
per share increased in 2005 compared to 2004 due 10
higher net income.




N Segment Discussion

We manage our business around the consumers we serve
and the types of services we offer. Each of our two
segments addresses a different combination of consumer
groups, distribution networks and services offered. Qur
segments are:

I CONSUMER-TO-CONSUMER — provides money transfer
services between consumers, primarily through
a global network of third-party agents using our
multi-currency, real-time money transfer processing
systems. This service is available for both
internaticnal cross-horder transfers—that is, the
transter of funds from one country to another—and
intra-country transfers —that is, money transfers
from one location to another in the same country.

CONSUMER-TO-BUSINESS —focuses on payments from
consumers to billers through our networks of third-
party agents and various electronic channels. While
we continue to pursue international expansicn of
our offerings in select markets, as demonstrated
by cur December 2006 acquisition of SEPSA,
substantially all of the segment’s 2006 revenue was
generated in the United States.

Businesses not considered part of the segments
described above are categorized as “Other.” Also included
in "Other” are recruiting and relocation expenses associated
with hiring senior management positions new to our
company and consulting costs used to develop ongoing
processes in connection with completing the spin-off.

The business segment measurements provided to,
and evaluated by, our chief operating decision maker are
computed in accordance with the following principles:

The accounting policies of the reporting
segments are the same as those described in the
summary of significant accounting policies.

Segment revenue includes intersegment revenue.

Corporate and other overhead is allocated 1o
the segments primarily based ¢n a percentage
of the segments’ revenue.

Exclude all items not included in operating
income.

The following table sets forth the different components of segment revenues as a percentage of the consolidated
totals for the years ended December 31, 2006, 2005 and 2004.

Years Ended December 31, 2006 2005 2064

Consumer-to-consumer 84% 82% 81%
Consumer-to-business 14% 15% 16%
Cther 2% 3% 3%
Total 100% 100% 100%

Consumer-to-Consumer Segment

The following table sets forth our consumer-to-consumer segment results of operations for the years ended December

31, 2006, 2005 and Z004.

Years Ended Pecember 31, % Change

2006 2005
(ix millions) 2006 2005 2004 vi. 2005 1. 2004
REVENUES:
Transaction fees $3,059.0 $2,724.0 $2.390.9 12% 14%
Foreign exchange revenue 652.4 529.6 448.3 23% 18%
Cther revenues 335 25.6 22.5 31% 14%
Total revenues $3,744.9 $3,279.2 $2,861.7 14% 15%
Operating income $1,069.7 $1,047.9 $ 8865 2% 18%
Operating margin 29% 32% 31%
KEY INDICATORS:
Consumer-to-consumer transactions 147.1 118.5 %6.7 24% 23%
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Curing the year ended December 31, 2006 international, domestic and Mexico revenue represented approximately
74%, 16% and 10% of cur consumer-to-consumer revenue, respectively {or approximately 62%, 14% and 8% of total
consclidated revenue, respectively). The table below sets forth periormance indicators for the consumer-to-consumer

segment for the years ended December 31, 2006, 2008 and 2004.

Yewrs Fneded December 31,

2006 2005
206 lexcluding Vigo) 2005 (excluding Iigs) 2004
Consumer-ie-censumer transaction growth:
International fat 29% 24% 27% 26% 24%
Domestic ™ (1)% {2)% 5% 50 §%
Mexico © 315% 6% 28% 21% 16%
Consumer-to-consumer revenue growth:
Internationalfa! 17% 15% 16% 15% 21%
Domestic i (31 (3% 4% A% 3%
Mexico e 29% 7% 33% 2% 6%

lal Represents ransaclions betwenn and within foresgn counines iexcluding Canada and Memgo), transactions onginatad i the United States of Caracta pawd i Joresgn countres and
lorengn country transactions paid in the United States or Canada Exgludes all ransactions butweaen of within the United S1ates ana Canada and all transactions te and {Iom Mexico

as fetiectad in (bl and (c) below
ibl Reprasents all transactions betwesn and wathin the United States and Canacda
ich Represents ail transacbons 1o and from Mewico

Transaction Fees and Foreign Exchange Revenue
Consumer-to-consumer maney transfer revenue growth
for the year ended December 31, 2006 over the same
period in 2005 was driven by international revenue
growth and the acquisition of Vigo, which was completed
in Cctober 2005, Vigo contributed $140.5 million and
$24.2 million in total revenue for the years ended
December 31, 2006 and 2005, respectively. The anniversary
date of the acquisition of Vigo occurred in October 2006,
which will have an impact on reported revenue growth
rates in the future. Excluding Vigo, growth in internaticnal
consumer-to-consumer revenue partially offset the slowing
of Mexico and domestic revenue growih in the year ended
December 31, 2006 compared to the same period in 2005.
During 2006, the United States to Mexico and United
States domestic businesses, and to a lesser extent United
Stiates outbound businesses, were adversely impacted by
the immigration debate and related activities in the United
States. This controversy around the subject of immigration
and the changes in the approach of various government
entities to the regulation of busingsses that employ or sell
to immigrants has created fear and distrust among some
consumers in the United States. As a result, the frequency
of money transfer transactions involving these consumers
has decreased and some competitors have lowered prices
and foreign exchange spreads in certain markets. In 2006,
Western Union was also a party in two sets of legal disputes
pending in Arizona. The first set concerns the autherity of
the Arizona Attorney General 1o request bulk data regarding
money transfers sent from states other than Arizona 1o
Sonora, Mexica. The data disputes are still pending. The
other dispute concerns the Attorney General's authority
1o seize money transfers sent from states other than
Arizona to Sonora, Mexico. In early January 2007, an Arizons
state court ruled on the latter proceeding, finding that the
State of Arizona did not have the authority to seize money
transfers sent from states other than Arizona to Sanora,
Mexico. In February 2007, the Arizona Attorney General
filed an appeal to this ruling. We continue to take measures
to address the data disputes and we believe that any impact
of these proceadings will not be material to our consumer-
to-consumer business. These and other issues adversely
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affected our Mexico and United States domestic
businesses, and 10 a lesser extent our U.S. cutbound
pusinass in 2008, and we expect them to continue to
impact our businesses in the future.

In response to some of the challenges surrcunding
the immigration debate and in line with cur strategic
objective of building the Western Union brand, we have
continued to invest in targeted pricing actions taking into
account local market and competitive factors. Pricing
decreases generally reduce margins, but are done in
anticipation that they will result in increased transaction
volumes. Such pricing decreases have averaged
approximately 3% of our annual revenues over the last
three years, a trend that is expected to continue.

International revenue growth in the year ended
December 31, 2006 compared 1o the same period in 2005
resulted from growth in money transfer transactions
and the acquisition of Vigo. International money transfer
transaction growth in the year ended December 31, 2008
comparad 1o the prior year period was driven most
significantly by growth in the United States and European
outbound businesses. The key inbound markets of India
and China centinued ta grow, with transactions in India
more than doubling and China transaction growth rates
exceeding 35% for the year ended December 31, 2006.
The international transaction growth rate excluding Vigo
for the year ended December 31, 20086 of 24% was
directionally consistent with the 26% growth rate for
the comparable period in 2005. Although international
intra-country transaction growth remained strong in 2008,
the overall internaticnal transaction growth rate during
2006 was impacted by high transaction growth rates
experienced in the intra-country business in the second
half of 2005, particularly in the Philippines.




Fluctuations in the exchange ratio between the euro
and the United States dollar have resulted in the following
benefit or reduction 10 consumer-to-consumer revenue
over the previous year, net of foreign currency hedges,
that would not have occurred had there been a constant
axchange ratio {in milliens):

Year Ended December 31, Benefit {Redurtion)
2006 $11.5
2005 5(1.4)
2004 §73.4

On a euro-adjusted basis, international revenue grew
16% for the year ended December 31, 2006, compared
to 16% in the comparable peried in 2005, with Vigo
contriduting 2% to the growth rates for the year ended
December 31, 2006

The difference between international transaction
growth and revenue growth was refativety consistent during
the year ended December 31, 2006 compared to the
corresponding period in 2005, The slight increase in the
difference between international transaction growth and
revenue growth for the year ended December 31, 2006
was driven by Vigo transactions, which have lower revenue
per transaction compared to the Western Union branded
business. The impact from Vigo transactions was partially
offset by the stronger euro compared to 2005, which
benefited revenue growth, but not transaction growth.

Growth in Mexico meney transfer transactions for
the year ended Decamber 31, 2008 compared to the same
period in 2005 was driven by the acquisition of Vigo
and growth in Western Union branded transactions,
partially offset by a decline in Orlandi Valuta branded
transaclions. Revenues from Western Union branded
U.5. 1o Mexico transactions increased 6% for the year
ended December 31, 2006, compared to 26% faor the same
period in 2005, The decline in revenue growth rates was
primarily due to the uncertainty created by the immigration
debate in the United States as described above.

Domestic transaction growth rates in the year ended
December 31, 2006 over the same period in 2005 declined
compared to increases cbserved for the year 2006 due in
part to the uncertainty creatad by the immigration debate
descrnbed above, and broader market softness experienced
within the United States domestic business in 20086.

Foreign exchange revenue increased for the year
ended Decernber 31, 2006 due 1o the acquisition of Vigo
and an increase in the higher growth international business
resulting in increased cross-currency transactions.

Contributing 1o the increase in total consumer-to-
consumer maoney transfer revenue and transaction growth
in all periods presented was the growth in transactions
at existing agent locations, the number of agent locations
and marketing campaigns promoting Western Union
services. The majority of transaction growth is derived
fraom more mature agent locations as new agent locations
typically contribute only marginally to revenue growth in
the first few years of their operation. Increased productivity,
measured by transactions per location, often is experienced
as locations mature. We believe that new agent locations
will help drive growth by increasing the number of locations
available to send and receive money. We generally refer
to locations with more than 50% of transactions being
initiated versus paid out as "send locations” and to the

balance of locations as “receive locations.” Send locations
are the engine that drives consumer-to-consumer revenue.
They contribuie more transactions per location than receive
locations. However, a wide network of receive locations
is necessary to build each corridor and help ensure global
distribution. The number of send and receive transactions
at an agent location can vary significantly due to such factors
as customer demographics around the location, immigration
patterns, the location’s class of trade, hours of operation,
length of time the location has been offering Western
Union services, regulatory limitations and competition.
Each of the nearly 300,000 agent locations in our agent
network is capable of providing one or more of our services;
however, not every location completes a transaction in a
given period. For example, as of December 31, 2008, more
than 85% of the combined locations in the United States,
Canada and Western Europe experiencad money transfar
activity in the last 12 months. In the developing regions of
Asia and other areas where there are predominantly receive
lacations, more than 65% of locations experienced money
transfer activity in the last 12 months. We pericdicaily
review locations to determine whether they remain enabled
to perform money transfer transactions.

Consumer-to-consurner revenue growth in 2005 was
driven by growth in consumer-to-consumer transactions
and the acquisition of Vigo in October 2005. International
transaction growth benefited from growth in the United
States and European outbound businesses and strong
growth in China, India and the Philipgines, including the
Philippines intra-country business. Consumer-to-consurner
revenue growth was also impacted by exchange rates. For
the year ended December 31, 2005, the exchange rates
between the euro and the United States dollar resulted in
a year-over-year negative impact to revenue of $1.4 million
compared to a benefit of $73.4 million in 2004, assuming
a constant exchange ratio (i.e., as if there were no change
in exchange rates from the same period in the
previous year) between the euro and the United States
dollar. Changes in exchange rates primarily impact
international revenue. On a euro-adjustied basis,
international revenue growth was 16% and 17% for the
years ended December 31, 2005 and 2004, respectively.
Growth in Mexico transactions for the year ended
December 31, 2005 was driven by growth in Western
Union branded transactions. The lower transaction
and revenue growth rates in domestic money transfer
for the year ended December 31, 2006 compared to 2004
are not attributable to any specific event.

The difference between international transaction
growth and revenue growth increased in 2005 compared
tc 2004 primarily as a result of the negative currency
conversion impact of the euro compared to the benefit in
the prior year as noted above, which negatively impacted
revenue growth compared to the prior year. Intra-country
business is incremental to both transactions and revenue
but benefited transaction growth more than revenue growth.
Consumer-to-consumer pricing decreases, as a percentage
of cur total revenue, were consistent from 2004 to 2005.
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Foreign exchange revenue increased in 2005 compared
10 2004 due to an increase in the higher grewth international
business resulting in increased cross-currency transactions.
In addition, growth in 2005 was impacted by the acquisition
of Vigo.

Operating Income

The consumer-to-consumer Segment’s operating income
increased for the year ended December 31, 2006 comparad
to the same period in 2005 as a result of the items
noted in “Transaction fees and foreign exchange revenug”
above. Operating income during the year ended
December 31, 2006 was impacted by a variety of other
factors including a shift in our business mix reflecting
stronger growth from our international business, which
carries lower profit margins than cur U.S. 1o Mexico and
domestic businesses, higher stock compensation expense
incurred in connection with the adopticn of SFAS No. 123R,
and a slight operating loss at Vigo. In addition, we incurred
incremental costs as a stand alene public company including
salaries, benefits, equipment, supplies and other costs
incurred in connection with operating departments that
were not part of our company prior to the spin-off, and are

Consumer-to-Business Segment

incremental to both costs allocated by First Data prior to
the spin-off and presumed overhead allocations from First
Data had we remained part of First Data through the end
of 20086. Increased costs of being a stand alone company
also include stock compensation expenses incurred in
connection with stock awards granted on the spin-off date.
Employee incentive cornpensation expenses in 2006 were
higher than in 2005. The cost increases in 2006 described
above were partially offset by lower escheatment accruals
resulting from charges incurred in 2005 that did not recur
in 2008.

In line with our strategic objective of building the
Western Union brand, marketing related expenditures
increased during the year ended December 31, 2006 over
the comparable period in 2005. We expect to increase
marketing expenditures in 2007 and beyond.

Consumer-to-consurmer operating income increased
tor the year ended December 31, 2005 versus 2004
due to the increase in revenue, and employee incentive
compensation in 2006 compared to 2004, partially offset
by higher overhead allocations frem First Data. Marketing
expenses increased in 2005 and 2004, but remained
relatively consistent as a percentage of total revenue.

The following table sets forth our consumer-to-business segment results of operations for the years ended

December 31, 2006, 2005, and 2004.

Yeurs Ended December 31, % Change

2000 2005
(in miflions) 2006 2005 2004 vs. 2005 w5, 2004
REVENUES:
Transaction fees $593.7 $565.0 $545.4 5% 4%
Other ravenues 42.5 35.2 309 21% 14%
Total revenues $636.2 $600.2 £576.3 4% 49
Ogperating incorme §223.3 $220.4 £219.5 1% —%
Operating margin 35% 37% 38%
KEY INDICATORS:
Consumer-to-business transaclions 2494 215.1 192.6 16%6 12%

Transaction Fees

Transaction and revenua growth in the year ended
December 31, 2006 compared to the same period in 2005
resulted from strong transaction growth in electronic
bill payments driven primarily by our Speedpay® and
Equity Accelerator services. The growth rates in 2006
compared 1o 2005 also benefited from cash bill payments
experiencing a slight revenue growth for the year ended
December 31, 2006 versus a decline in 2005. In addition,
our Western Union Convenience Pay® or “Convenience
Pay" business benefited from the addition of & large new
biller client in the third quarter of 2005 which had a positive
impact to transaction and revenue growth rates for the
year ended December 31, 2006 compared to the same
period in 2005. Reported transaction growth rates and, to
a lesser axtent, reported revenue growth rates in the fourth
quarter of 2006 were negatively impacted as a result of
the anniversary date for the signing of this large biller client
occurring in the third quarter of 2005.
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In December 2006, we acquired the remaining 75%
interest in SEPSA. Prior to the acguisition, we held a 26%
interest in SEPSA. This acquisition contributed $3.6 million
in revenue 1o our consumer-to-business segment in the
fourth quarter 2006. In 2008, revenue and transaction
growth compared to 2005, excluding SEPSA was 5% and
11%, respectively. YWe expect that SEPSA will continue
to benefit revenue and transaction growtih rates throughout
most of 2007,

Transaction fee growth for the year ended
December 31, 2005 compared to the year ended
December 31, 2004 was driven by growth in our electronic
payment services as well as the new Convenience Pay
biller relationship discussed above.




Operating income

For the year ended December 31, 2008, operating income
increased at a slower rate than revenue growth over the
same period in 2005. The shift in the United Siates to
electronic-based products, which have lower operating
margins compared to cash-based praducts that have higher
operating margins, negatively impacted operating income.
Also negatively impacting operating incorne were increased
costs associated with being a stand alone company, stock
compensation expenses incurred in connection with the

adoption of SFAS No. 123R, and higher employee incentive
compensation expenses in 2006 than in 2005,

The slight increase in operating income from 2004 to
2005 was due to transaction growth, offset by increased
corporate overhead allocations from First Data. Recent
trends in consumer-to-business operating margins are
impacted by the shift in the United States from cash-based
services to electronic payment services.

Other
The following table sets forth ather results for the years ended December 31, 20086, 2005, and 2004,
Yeart Ended December 31, % Change
2006 2005
(i millions} 2006 2005 2004 us. 2005 vs. 2004
Revenues $90.0 $113.7 $115.6 (21)% {2)%
Qperating income $18.4 $ 09 $ 6.1 . .

* Calculaton not meaningful

Revenues

QOur money order and prepaid services businesses acoounted
for 94%, 70%, and 64% of "Other” revenue in 2008, 2005,
and 2004, respectively. These twe businesses are the only
businesses classified in “Other” with expected future
recurring revenue. We praviously operated internet auction
payments, messaging and international prepaid cellular
top-up businesses, which were shut down or disposed of
in 2005 and early 2006. The decrease in the year ended
December 31, 2006 is due to declines in revenue from
such shut down and disposed of businesses while revenues
from our money order and prepaid services businesses
remained consistent. We do not helieve the recent
announcernent of First Data of its plan to exit its official
check and money order business will have a significant
impact on us, as First Data has indicated it will honor its
contract with us through the initial contract term of 2011.
We believe this provides us with adequats time tc replace
the services currently provided by First Data.

Operating Income

For the year ended December 31, 2006, the increase in
operating income was driven by the monay order business
and the elimination of operating losses of 1ha businesses
shut down or disposed of primarily in 20086, partially offset
by recruiting and relocation expenses associated with hiring
senior management POsItioNs new 1o our company and
consuiting costs used to develop ongoing processes, all
in connection with the spin-off from First Data. Aggregaie
operating income/{losses) related 1o the shut down or
disposed of businesses for the years ended December
31, 2006, 2008 and 2004 were $0.1 million, $(16.2) million
and $(8.2) millicn, respectively.

The decrease in operating income during the yaar
ended December 31, 2005 from the year ended December
31, 2004 was due primarily to a goodwill impairment charge
recognized in 2005 of $8.7 million due tc a change in
strategic direction relating to our majority interest in
EPOSS, our international prepaid top-up business.

Further financial information refating to each of our
segments’ external revenue, operating profit measures
and total assets is set forth in Note 17 to our Censolidated
Financial Statements.

Capital Resources and Ligquidity

Historically, our source of liquidity was cash generated
from our operating activities. Cash flows provided from
operating activities during 2006 was $1,108.9 million, We
expect 2007 cash flows generated from operations to be
lower than in 2006 due to significantly higher interest
payments and incrementa) public company expenses
as well as other anticipated working capital fluctuations,
including the expected payment of fourth quarter accrued
United States federal incorne taxes in the first quarter of
2007. Dividends paid to public stockholders going forward
are likely to be significantly less than those previously
paid to First Data. Taking into account the above factors,
estimated additional annual costs associated with being
a stand alone company, projected debt service in
2007, projected capital expenditures and projected stock
repurchases, we believe our cash flows will provide us
with an adequate source of liquidity to meet the needs of
aur hysiness.

Cash and Cash Equivalents

Highly liquid investments (other than those included
in Sattlement assets) with original maturities of three
months or less {that are readily convertible to cash)
are considered to be cash equivalents and are stated
at cost, which approximates fair market value. At
December 31, 2006 and 2005, we held $1,421.7 million
and $510.2 million in cash and cash equivalents,
respectively.

Management’s Discusston and Analysis of Financial Condition and Results of Operations

51




52

At December 31, 2006 and 2005, $942 .3 million
and $186.8 million, respectively, of our cash and cash
equivalents were held by foreign subsidiaries. The increase
in cash and cash equivalents held outside the United States
15 due 1o the settlement of notes receivable and
payable from and to First Data {net of certain other
payments made to First Data) in connection with the spin-
off. We currently plan to invest these funds through
these foreign subsidiaries, as repatriating maost of these
funds to the United States would result in the incurrence
of significant tax cbfigations.

As an integral part of our business, we receive funds
from money transfers and certain other payment processing
services sold in advance of settlement with payment
recipients. These funds (referred to as “Settlement assets”
on our consclidated balance sheets) are not used to support
our operations. However, we do have the cpportunity
to earn income from investing these funds. We maintain
& portion of these settlement assets in highly liquid
investrnents (classified as "Cash and cash equivalents™
within “Settlemant assets”) to fund settlement obligations.

Financing

Commercial Paper Program

On November 3, 2008, we established a commercial
paper program pursuant to which we may issue unsecured
commercial paper notes in an amount not to exceed
$1.5 billion outstanding at any time prior to the commercial
paper program expiration in 2011, Our commercial paper
barrowings may have maturities of up to 397 days from
date of issuance. Interest rates for borrowings are based
on market rates at the time of issuance. Cur commercial
paper borrowings at December 31, 2008 were
$324.6 million, and had a weighted average interest
rate of approximately 6.4%. At December 31, 2008,
$1,175.4 million remained available to horrow under the
commercial paper program.

Revolving Credit Facility

On September 27, 2006, we entered into a five-year
unsecured revolving credit facility, which includes a
$1.6 billion revolving cradit facility, 2 $250.0 million letter
of credit sub-facility and a $150.0 million swing line
sub-facility (the "Revolving Credit Facility ). The Revelving
Credit Facility contains certain covenants that imit or restrict
the ability of our company and its significant subsidiaries
to incur debt, collateralize, sell, assign, transfer or otherwise
dispose of specified assets, or enter into specified sale
and leaseback transactions. We are also required to maintain
compliance with a consolidated interest coverage ratio
covenant, In connection with the spin-off, we borrowed
$100 million under the Revolving Credit Facility. This amourt
was repaid in the fourth quarter. As a result, there were
no borrowings or accrued interest under the Revolving
Credit Facility as of December 31, 2006.
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Interest due under the Revolving Credit Facility is fixed
for the term of each borrowing and is payable according
to the terms of that borrowing. Generaily, interest is
calculated using LIBOR plus an interest rate margin
(19 basis points as of December 31, 2008). A facility
fee is also payable quarterly on the total facility, regardless
of usage (6 basis pcints as of December 31, 2006). The
facility fee percentage is determined based on our credit
rating assigned by Standard & Pooi’s Ratings Services
1“S&P") andfor Moody's Investor Services, Inc. {"Moody's”).
In addition, to the extent the aggregate cutstanding
borrowings under the Revolving Credit Facility exceed 50%
of the related aggregate commitments, a utilization fee
based upon such ratings is payable to the lenders on the
aggregate outstanding borrowings (5 basis points as of
December 31, 2006).

Notes

On September 29, 2006, we issued to First Data $1.0 billion
aggregate principal amount of unsecured notes
maturing on October 1, 2016 (the “2016 Notes”) in partial
consideration for the contribution by First Data to us of
its money wansfer and consumer payments businesses
in connection with the spin-off. The 2016 Notes were
issued in reliance on exemptions from the registration
requirements of the Securities Act of 1933, as amended.
Immediately after the spin-off, First Data exchanged the
2016 Notes with twa financial institutions for indebtedness
of First Data that the financial institutions hetd at that
time. The financial institutions then sold the 2016 Notes
in transactions exempt from the registration requirements
of the Securities Act of 1933. We did not receive any of the
proceeds from the subsequent sale of the 2016 Notes.

Interest on the 2016 Notes is payable semiannually
on April 1 and October 1 each year based on a fixed per
annum interest rate of 5.930%. The indenture governing
the 2018 Notes contains covenants that limit or restrict
the ability of our company and cther significant subsidianies
to incur debt {in the case of significant subsidiaries),
collateralize, sell, assign, transfer or otherwise dispose
of specified assets, or enter into sale and leaseback
transactions. ¥We may redeem the 2016 Notes at any time
prior to maturity at the applicable treasury rate plus 20
basis points.

On November 17, 2006, we issued $2 billion aggregate
principal amount of unsecured fixed and floating rate notes,
comprised of $500 million aggregate principal amount of
our Floating Rate Notes due 2008 (the "Floating Rate
Notes”), $1 billion aggregate principal armount noles
due 2011 (the 2011 Notes") and $800 million aggregate
principal amount of notes due 2036 (the "2036 Notes ™).
The Floating Rate Notes, 2011 Notes, and 2036 Notes
wera issued in refiance on exemptions from the registration
requirements of the Securities Act of 1833, as amended.




We used the net proceeds of the offering of the 2011
Notes, the 2036 Notes, and the Floating Rate Notes,
together with the proceeds of approximately $400 million
of commercial paper we issued, 1o repay the entire
$2.4 billion in principal amount outsianding under a bridge
loan facility entered into by our subsidiary FFMC, described
below. This repayment resulted in the release and
termination of certain guaraniees entered into by FFMC
in connection with the spin-off relating 1o our 2016 Notes
and the Revolving Credit Facility.

Interest with raspect 1o the 2011 Notes and 2036
Notes is payable semiannually on May 17 and November
17 each year based on fixed per annum interest rates of
5.400% and 6.200%, respectively. Interest with respect
to the Floating Rate Notes is payable guarterly in arrears
on February 17, May 17, August 17, and Novernber 17
each year at a per annum rate equal to the three month
LIBOR plus 15 basis points, reset quarterly {5.52% at
December 31, 2006). The indanture governing the 2011
Notes, 2036 Notes and Floating Rate Notes contains
covenants that limit or restrict our ability and the ability
of our significant subsidiaries to incur debt {in the case of
significant subsidiaries), collateralize, sell, assign, transfer
or otherwise dispose of specified assets, or enter into sale
and leaseback transactions. We may redeem the 2011
Notes and the 2036 Notes at any time pricr to maturity at
the applicable treasury rate plus 15 basis points and 25
basis points, respectively. We may redeem the Floating

Cash Flows from Operating Activities

Rate Notes at any time on or after May 17, 2007, at a
redempticn price equal to 108% of the principal amount
of the Floating Rate Notes 1o he redeemed plus accrued
interest on the date of redemption.

In connection with the issuance of the 2011 Notes,
the 2016 Notes, the 2036 Notes, and the Floating Rate
Notes, we filed a registration statement on Form $-4 with
the SEC on December 22, 20086, which provided the holders
of the notes an offer 1o exchange their previously issued
notes for identical notes which have been registered. The
exchange offer closed en February 6, 2007.

Bridge Loan
Cn September 27, 2006, FFMC entered into an unsecured
bridge financing facility in an aggregate principal amount
of $2.4 billion (the "Bridge Loan”) with a syndicate of
lenders. On Septernber 29, 2008, FFMC borrowed under
the Bridge Loan an aggregate principal amount equal
to $2.4 billion in connection with the spin-off. The Bridge
Lcan was repaid on Novermber 17, 2006 with proceeds
from the issuance of the 2011 Notes, 2036 Notes,
and Floating Rate Notes, together with the proceeds of
approximately $400 millien of commercial paper we issued,
as described above.

The following discussion highlights our cash flow
activities during the years ended December 31, 2006,
2005, and 2004.

Years Ended December 31,

(int milfions) 2006 2005 2004
Net income $ 9140 § 9274 $751.6
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation 34.8 2.0 340
Amortization 68.7 47.5 45.2
Deterred income tax provision 12.9 24.9 47.6
Realized (gain)/loss on derivative instruments (4.1) 0.8 23.2
Other non-cash items, net 47.6 25.8 13.9
Increase/{decrease) in cash, excluding the effects of
acquisitions and dispositions, resulting from changes in:
(Other assets {60.7) (K.8) (13.8)
Accounts payable and accrued liabilities 123.2 {17.9) (6.3)
Other liabilities (27.5) {28.6) 34.8
Net cash provided by operating activities $1,108.9 $1,002,8 $930.2

Cash from operating aclivities increased during the
year ended Dacember 31, 2006 compared to the year
ended December 31, 2005 driven by consumerta-consumer
transaction growth, despite a slight decrease in net income.
Net income in the current year was negatively impacted
by higher charges to the income statement that did
notlimpact cash flows relating 1o stock compensation in
connection with the adoption of SFAS No. 123R in 2006,
higher amartization expense related te higher intangible
asset balances in connection with the acquisition of Vigo,
and also higher amortization expense as a result of certain
large strategic agent contracts being executed earlier in
the year for which initizl payments were mads. The increase
in cash flow provided by operating activities alse benefited
from the delay in the payment of accrued income taxes of

approximately $7¢ million related 1o the fourth quarter of
2006 which will be paid in the {irst quarter of 2007 due to
the Company’s spin-off from First Data, while income taxes
relating 1o all four quarters in 2005 were paid to First Data
during 2005.

Cash provided by operations has historically been
driven by net income, and increased in 2005 compared to
2004, primarily due to consumer-to-consurmer transaction
growth as previously discussed. Changes in components
of working capital are subject to fluctuations based on
the timing of cash transactions related 1o settlements of
certain liabilities.

Other non-cash items include stock compensation
expense, bad debt reserves and other nen-cash items.
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Cash Flows from Investing Activities

Years ended December 31,

Source Lse) in milfions) 2006 2005 2004
Capitalization of contract costs $(124.1) § (22.5) $ (73)
Capitalization of software development costs (14.4) (7.7) {15.7)
Purchases of property and equipment (63.8) (34.2) (26.5)
MNotes receivable issued to agents {140.0} (8.4) —
Repayments of notes receivable issued to agentis 20.0 — —_
Acquisition of businesses, net of cash acquired and

contingent purchase consideration paid {66.5) (349.1) (28.7)
Cash receivedf{paid) on maturity of foreign currency forwards 4.1 (0.5} (23.2)
Purchase of equity method investments —_ {5.4) (42.0)
Net cash used in investing activities $(384.7) $(428.4) $(143.4)

Capital Expenditures

Total aggregate payments capitalized for purchases of
proparty and equipment, software development and contract
costs were $202.3 million, $65.0 million, and $49.5 million
in 2006, 20085, and 2004, respectively. Amounts capitalized
for contract costs relate to initial payrnents for new and
renewed agent contracts and vary depending on the timing
of when new contracts are signed and existing contracts
are renewed. In 2006, we purchased an office building
and made investments in our information technology
infrastructure in connection with being a stand alone com-
pany which contributed to the increase in property and
equipment for the year ended December 37, 2006.
In addition, during 2006, we renewed and entered into
certain large strategic agent contracts for which initial
payrnents wara made that drove the increase in capitalized
contract costs.

The decrease in software development costs during
2005 compared t¢ 2004 relates primarily to the timing of
internally developed software projects. We estimate that
capital expenditures in 2007 will be between $200 million
and $250 millicn.

Notes Receivable Issued to Agents and

Repayments of Notes Receivable Issued to Agents

From time to time, we make advances and loans ta agents.
In 2008, we signed a six year agreement with one of
our existing agents which included a four year lgan of
$140.0 million to the agent, of which $20.0 million was
repaid by the agent during 2006. The terms of the loan
agreerment require that a percentage of commissions
earned by the agent {62% in 2007, 81% in 2008 and
64% in 2009) be withheld by us as repayment of the loan
and the agent remains obligated to repay the loan if
commissions earned are not sufficient. The loan receivable
was recorded in " Other assets” in our consolidated balance
sheet as of December 31, 2006 We impute interest
an this below-market rate note receivable and have
recorded this note net of a discount of $37.8 millicn as of
December 31, 2006.
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Acquisition of Businesses, Net of Cash Acquired

and Contingent Purchase Consideration Paid

In December 2008, we acguired SEPSA for a total purchase
price of $63.5 million, less cash acquired of $3.0 million
resulting in a net cash ocutflow of $66.5 million. During
2005, First Data acguired 100% of Vigo for a total purchase
price of $369.2 million, net of cash acquired of $20.1 million
resulting in a net cash outflow of $349.1 million. In 2004,
contingent consideration payments wera made by First
Data in connection with the acquisitions of Paymap Inc.,
or "Paymap,” and E Commerce Group, Inc., or "ECG,”
during the secend quarter of 2002. First Data contributed
Vigo, Paymap and ECG to us as part of the spin-off.

Cash Received/(Paid) on Maturity

of Foreign Currency Forwards

Amounts received or paid on maturity of our foreign
currancy forward contracts that do not qualify as hedges
in accordance with applicable accounting rules have been
classified in the consolidated statements of cash flows as
investing activities. Pricr to September 29, 72006, we did
not have any forward contracts that gualified as hedges,
and accordingly, all realized gains and losses on these
contracts have been reflected in investing activities prior
1o that date. On September 29, 2006, we re-established
our foreign currency forward positions to qualify for cash
flow hedge accounting. As a result, on a go-forward basis,
we anticipate the amounts refiected in investing activities
related to foreign currency forwards will be minimal. “Cash
received/{paid) on maturity of foreign currency forwards”
does not include amounts realized on forward contracts
intendad to mitigate exposures on settlement activities of
our money transfer business, which along with the realized
gains and losses on the related settiement assets and
obligations, are reflected in operating activities.

Purchase of Equity Method Investments
In 2004, we purchased 30% interests in twe of our
international money transfer agents. The aggregate purchase
price paid was $42.0 million, net of $5.4 million of holdback
reserves to cover claims arising from the acquisitions.
The holdback reserves were paid in 2005.




Cash Flows from Financing Activities

Yeurs Ended December 31,

Sourre (use) (¢n muifions) 2006 2005 2004
Advances fromyito) affiliates of First Data s 160.2 $(153.2} $ 2500
Capital contributed by First Data in connection with acquisitions — 369.2 28.7
Notes payable issued to First Data — 400.1 255.0
Repayments of notes pavable to First Data (154.5}) (2464.5) (255.0)
Additions to notes receivable from First Data (7.5} (504.7) (270.7)
Proceeds from repayments of notes receivable from First Data 776.2 8.4 —
Dividends to First Data {2,953.9) (417.2) {659.8)
Proceeds from the issuance of borrowings, net of debt issue costs 4,386.0 — —_
Principal payments cn borrowings {2,400.0) — —
Net proceeds from the issuance of commercial paper 324.6 — —
Proceeds from net borrowings under credit facilities 1.0 — —
Proceeds from exercise of options 80.8 — —
Cash dividends to public stockholders 7.7) — -
Purchase of treasury shares {19.9) — —
Net cash provided by/lused in} financing activities % 1873 §(533.9) $(651.8)
Advances from/{to) Affiliates of First Data Dividends te First Data

Prior to the spin-off, excess cash generated from our
domestic operations that was not required to meet centain
regulatory requirements was paid pericdically to First Data
and was reflected as a receivable from First Data. In
addition, First Data and its subsidiaries provided a number
of services on behalf of our businesses, including shared
sarvices, which were reimbursed pericdically. The net
payable 1o and receivable from First Data was a function
of the timing of cash sweeps to First Data net of any
services First Data and its affiliates had provided. These
balances were settled at the time of the spin-off as part
of the dividend to First Data.

Capital Contributed by First Data

in Connection with Acquisitions

In 2005, Western Union received a contribution of capital
from First Data in connection with the acquisition of Vigo.
in 2004, First Data contributed capital in connection with
contingent consideration payments made by First Data in
cannection with the acquisitions of Paymap and ECG, both
of which were contributed to Western Union as part of
the spin-off.

Notes Payable fo and Receivable from First Data

In connection with the spin-off on September 29, 2006,
funds previously advanced to First Data to finance certain
international acquisitions made by First Data were repaid
to us in cash. These notes were funded primarily through
cash generated from our international opearations and
notes payable issued to First Data. As part of the spin-off,
substantially &ll notes payable and notes receivable to or
from affiliates of First Data were settled in cash.

In 2005 and 2004, we made advances to First Data in
the form of notes of $504.7 million and $270.7 millicn,
respectively, to finance certain international acquisitions
made by First Data. These notes were funded primarily
through cash generated from our international operations
and notes payable issued to First Data with balances of
$153.6 million at December 31, 2005.

In connection with the spin-off, FFMC paid a $2.4 hillion
dividend to First Data in the form of a promissory note that
was repaid immediately following the spin-off, and we paid
an additional $100.0 million to First Data financed through
borrowings under our revolving credit facility as discussed
below. The remaining $453.9 million reflected as a cash
dividend was comprised of cash, consideration for an
ownership interest held by a First Data subsidiary in one
of our agents which had already been reflected as part
of our company, and settlement of net intercompany
receivables {exclusive of certain intercompany notes
discussed above).

In 2005 and 2004, we paid dividends tc First Data
from profit generated through operations. The amount
of dividends distributed in each year was impacted by
the cash balances available as a result of loans made
to affiliates.

Procceds from the Issuance of Borrowings, Net of Debt
Issue Costs / Principal Repayments on Borrowings
During September 2006, FFMC entered into the
Bridge Loan for $2.4 biltion, which was refinanced
on November 17, 2006 through the issuance of the
Floating Rate Notes for $500.0 million, the 2011 Notes for
$1.0 billion and the 2036 Notes for $500.0 million, aleng
with approximately $400 million worth of commercial paper
borrowings, all of which are described in more detail above
under “—Financing.”

In addition to the above borrowings, as discussed
further in “—Significant Non-Cash Transactions” below,
we alse issued $1.0 billion aggregate principal amount of
the 2016 Notes in connection with the spin-off for which
we received no cash proceeds.

Net Proceeds from the Issuance of Commercial Paper
During Novernber 2008, we established a commercial
paper program pursuant to which we may issue unsacured
commaercial paper notes in an amount not (o exceed
$1.5 billion outstanding at any time. An initial borrowing
under the commercial paper pragram of approximately
$400 million was made in connection with the refinancing
of the Bridge Loan described above, of which we
subsequently repaid $75.4 million by the end of 2006.
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Proceeds from Net Rorvowings Under Credit Facilities
During September 2006, we made an initial borrowing
under our Revolving Credit Facility in an aggregate principal
amount equal to $100.0 million in connection with the
spin-off which was fully repaid prior to December 31, 2006.
We also incurred net borrowings of $3.0 million, due
January 2, 2007, through & fixed rate promissory note as
of December 31, 2006.

Proceeds from Exercise of Options

We received $80.8 million in cash proceeds related to
the exercise of 5.4 million stock options subsequent
10 the spin-off date of September 29, 2006 through
December 31, 2006. More than 80% of the 5.4 million
shares axercised related to stock options held by First Data
employees.

Cush Dividends to Pubiic Stockhbolders

During the fourth quarter of 2006, our Board of Direciors
declared a quarterly cash dividend of $0.01 per common
share representing $7.7 million which was paid in
Cecember 2006.

Purchase of treasury shares

In September 2008, our Board of Directors authorized
the purchase of up to $1.0 billion of our comman stock on
the open market through December 31, 2008, As
of December 31, 2006, 0.9 million shares have been
repurchased for $19.9 million at an average cost of $22.79
per share.

- Sigmifrcant Non-Cash

Transactions

On September 29, 2008, we issued to First Data $1.0 hillign
aggregate principal amount of the 2016 Notes in partial
consideration for the contribution by First Data to us of its
meney transfer and consumer payments businesses in
connection with the spin-off. Immaediately after the
Distribution, First Data exchanged the 2016 Notes with
two financial institutions for indebtedness of First Data
that the financial institutions held at that time. The financial
institutions received the proceeds from the subsequent
sale of the 2016 Notes in a private offering.

On September 29, 2008, we also issued 765.3 million

Contractual Obligations

shares of our commaon stock to First Data in partial
consideration for the contribution by First Data tc us of its
money transfer and consumer payments businesses in
connection with the spin-off. First Data then distributed
the 765.3 million shares of our commeon stock to First
Data’s shareholders.

First Data transferred to us cur headguarters in
Englewood, Colorado and certain other fixed assets with
a net book value of $66.5 million, and we transferred to
First Data certain investments with a net book value
of $20.2 million. We also reclassified habilities totaling
$193.8 million relating to certain 1ax and employee-related
obligations from "Receivables from First Data, net.”

- Off-Balance Sheet Arrangements

Other than facility and equipment leasing arrangements,
we have no material off-balance sheet arrangements that
have or are reasanably likely to have a matenial current
or future effect on our financial condition, revenues
or expenses, results of operations, liquidity, capital
expenditures or capital resources

Pension Plans

We have two frozen defined benefit plans that
together were underfunded by $52.9 million as of
December 31, 2008. In 2006, we did not make a
contribution to these plans, and currently do not anticipate
contributing to these plans in 2007 since, based on
current asset return calculations and minimum funding
requirements, no such contribution is required. We do not
believe that legislation enactad during 2008 relating
to pension plans will have an impact on our funding
requirement until at least 2008. During 2008, in connection
with the adoption of SFAS No. 158, "Employers Accounting
tor Defined Benetit Pension and Other Postretirement
Plans, An Amendment of SFAS No. 87, 88, 106 and 132(R)”
{"SFAS No. 158"), the measurement dates for our pension
plans will be changed to December 31 from a present
measurement date of September 30.

The following table summarizes our contractual obligations to third parties as of Decamber 31, 2006 and the effect such

abligations are expected to have on our liquidity and cash flows in future periods {in millions}.

Payments i e by Period

foets than I Year 13 Yeurs A-3 Yot Ayier 5 Years

Borrowings. including intetestiat $5135.3 $508.2 8812.2 €1.282.0 $2.33529
Operating leases 79.3 205 26,8 13.1 19.7
Purchase obligations® 158.1 42.8 59.8 RERY 225

$5,392.7 §571.5 $HYR.O §1.328.1 $2,5951
{al We have estimated out interest payments based on it projectesd LIBOR rates in calculating nrerest on commergial paper bomrowangs and Floating Rate Notas, »l orojected com-

mercal panar borowings outstanding throughout 2007, and the sssumphon that ne such amounts will be outstanding on or after December 31, 2007, and wi the assumpon that
no debt 1ssuances or renewals will occur upon the matunty dates of our fived and floatng sate notes

(bt Many of our consracts contam clauses (hat allow us [0 Terminate he Cantract wiih nolica, and wiih OF wiinaut a iefninatan penalty Terminaton penall es are generally an amount
loss than the angnal obligation Certam contracts alse have an sUtoMAlc rerewal clause | we do not provige wr.tlen nolhication of our intent tg ferminate the contract. Obligations
unoer ceran contracts are usage-basea and are, thetetere, esumated in (he above amounts Hisioncally, we have ot had any sigmiticant de'adlls of our contraciual chligauons or

incuiraa signficant panaltes lor termination of our contractual ebligatiens
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OQther Commercial Commitments

We had $55.2 million in cutstanding letters of credit and
bank guaraniees at December 31, 2006, with expiration
dates through 2011, certain of which contain a one-vear
renewal option. The letters of credit and bank guarantees
are held primarily in connection with lease arrangements
and agent settlement agreements. We expect to renew
the letters of credit and bank guarantees prior to their
expiration In Most circumstances.

- Critical Accounting Policres

Management’s discussion and analysis of results of
operations and financial condition is based on our financial
statements that have been prepared in accordance with
accounting principles generally accepted in the United
States. The preparation of these financial statements
reguires that management maka estimates and
assumptions that affect the amounts reported for revenues,
expenses, assets, liabilities and other related disclosures.
Actual results may or may not differ from these estimates.
We befieve that the understanding of certain key accounting
policies and estimates are essential in achieving more
insight into our operating results and financial conditicn.
These key accounting policies include stock-based
compensaticn, income taxes, derivative financial
instruments and capitalized costs.

Stock-Based Compensation
We adopted SFAS No. 123R effective January 1, 2006
SFAS No. 123R requires all stock-based payments to
employees to be recognized in the income statement
based on their respective grant date fair valugs over the
corresponding service periods and also requires an estima-
tion of forfeitures when calculating compensation expensa.
We selected the modified-prospective method of adoption
and straight-line amortization of compensation cost over
the raquisite service period. We currently utilize the Black-
Scholes Merton option pricing medel to measure the fair
value of stock optiens granted to employees and directors.
While SFAS No. T23R permits entities to continue to use
such a model, the standard also permits the use of a more
complex binomial, or "lattice” model. Based upon the type
and number of stock options expected to be issued in the
future, we have determined that we will continue 10 use
the Black-Scholes Merton model for option valuation.
Optien-pricing models require us to estimate a number of
key valuaticn inputs including expected volatility, expected
dividend yield, expected term and risk-free interest rate.
The most subjective estimates are the expected volatility
of the underlying stock and the expected term when deter-
mining the fair market value of an option granted. Stock-based
compensation expense, including stock compensation expense
allocated by First Data prior 1o the spin-off on September 29,
2006 and the impact of adopting SFAS No. 123R, was $30.1
million for the year ended December 31, 2006.

Reter to Note 16 “Stock Compensation Plans” in
the notes to our consclidated financial statements for a
discussion of First Data’s and our stock-based compensation
plans and the adoption of SFAS No. 123R.

Income Taxes

Income taxes, as reported in our consclidated financial
statements, represent the net amount of income
taxes we expect 10 pay to various taxing jurisdictions in
cennaction with our operations. YWe provide for income
taxes based on amounts that we believe we will ultimately
owe. Inherent in the provision for income taxes are
estimates and judgments regarding the tax treatment of
certain items and the realization of certain offsets and
credits. In the event that the ultimate tax treatment of
items or the realizations of offsets or credits differ from
our estimates, we may be required to significantly change
the provision for income taxes recorded in our consolidated
financial statements.

We have established contingency reserves for material,
Kknown 1ax exposures, including potential tax audit
adjustments with respect to our internationa!l operations,
which were restructured in 2003. Cur reserves reflect
what we believe 1o be reasonable assumptions as to the
likely resolution of the issues involved if subject to judicial
review. While we believe that our reserves are adequate
to cover reasonably expected tax risks, there can be no
assurance that, in all instances, an issue raised by a tax
authority wil! be resolved at a financial cost that does not
exceed our related reserve. Any difference from our position
as recorded in our consalidated financial statements and
the final resolution of a tax issue will be reflected in our
income tax expense in the period during which the issue
is resolved. Such resolution could also affect our effective
tax rate for future periods.

To address certain tax aspects of the 2003 restructuring
of our international cperations, discussions were initiated
with the Internal Revenue Service ("IRS") pursuant to its
Advance Pricing Agreement {"APA"} program. However,
we were notified by the IRS in October 2006 that we will
not be able to conclude an arrangement acceptable to us
through the APA Pregram. Thus, the tax aspects of the
2003 restructuring will be addressed as part of engeing
federal income tax audits.

We have benefited from the 2003 restructuring by
having our income from certain foreign-to-foreign money
transfer transactions taxed at relatively low foreign tax
rates rather than the U.S. and state combined statutory
tax rate. The amount of taxes attributable to such rate
differential is included in the "Foreign rate differential”
line in the effective rate reconciliation in Note 10—
“Income Taxes" to our consolidated financial statements
and cumulatively totaled $216.8 million through
December 31, 2006.

Pursuant to a tax aliocation agreement signed in
connection with our spin-off from First Data, we and First
Data each are liable for taxes imposed on our respective
businesses both prior to and after the spin-off. Although
we believe that we have appropriately apportioned such
taxes between First Data and us through 20086, subsequent
adjustments may occur as the tax filings for such years
are made with all applicable tax jurisdictions and such filings
are finalized.

Management's Discussion and Analysis of Financial Condition and Results of Operations
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Also under the tax allocation agreement, with respect
to taxes and other liabilities that could be imposed as a
result of a final determination that is inconsistent with the
anticipated tax consequences (as set forth in the private
letter ruling} in connection with the spin-off {and certain
related transactions] if such transactions do not gualify for
tex-free treatment under the Internal Revenue Code, we
may be liable to First Data for all or a portion of any such
1axes or liabilities. If we are required to indemnify First Data
for taxes incurred as a result of the spin-off heing taxable
ta First Data, it likely would have & material adverse effect on
our business, financial position and results of operations.

We adopted the Financial Accounting Standards Beard
{"FASB"} interpretation No. 48, “Accounting for Uncertainty
in Income Taxes—An interpretation of FASB Statement
No. 109" (“FIN 48"}, regarding accounting for, and
disclosure of, uncertain income tax positions which is further
described in “—New Accounting Pronouncements,” on
January 1, 2007. FIN 48 requires that the cumulative effect
of adopting its provisions be reflected as an adjustment
to opening retained earnings for the year of adoption. We
are currently evaluating the impact of adopting FIN 48,
however, we do not exgect the effect of adoption to
be significant.

Derivative Financial Instruments

We are exposed to foreign currency risk resulting from
fluctuations in exchange rates, primarily the euro and
British pound, related to forecasted revenues and also on
settlement assets and obligations. Additicnally, we are
axposed 16 interest rate risk related to changes in market
rates bath prior to and subsequent to the issuance of debt.
Cur policy is to minimize our exposures related to adverse
changes in foreign currency exchange rates and interest
rates, while prohibiting speculative or market-making
activities. See “Qualitative and Quantitative Disclosures
about Market Risk” for mere information on these risk
management activities. We use longer-term foreign currency
farward contracts, generally with maturities of one year
or less, to mitigate some of the risk related to forecasted
revenues, however, during February 2007, we revised
certain guidelines and ara planning to extend the duration
of our foreign currency forward contracts used to mitigate
these risks. Short-term foreign currency forward contracts,
generally with maturities from a few days up to three
weeks, are utilized to offset foreign exchange rats
fluctuations on settlement assets and settlement
obligations between transaction initiation and settlement.
Forward starting interest rate swaps were utilized in 2006
to reduce tha risk of interest rate fluctuations on forecasted
debt issuances.

We previously restated our financial statements
for certain derivatives originally intended to gualify as
cash flow hedges in accordance with SFAS No. 133,
"Accounting for Derivative Instrurments and Hedging
Activities, " as amended and interpreted ("SFAS No. 133").
On September 28, 2006, we either settled our outstanding
derivatives that were determined to not qualify for hedge
accounting or offset such derivatives with new derivatives
that were not designated as hedges in accerdance with
SFAS Ne. 133. As such, the effect of the changes in the
fair value of these hedges prior to September 29, 2006
is included in "derivative (lossesl/gains, net.” On
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September 29, 2006 and during the fourth guarter 2006,
we entered into new derivative contracts in accordance
with our revised foreign currency derivatives and hedging
processes, which were designated and gualify as cash
flow hedges under SFAS No. 133

SFAS 133 requires that all derivatives be markad to
market and recorded in our consolidated balance sheets.
All of our derivative financial instruments with third party
institutions in the “over-the-counter” markets are in liquid
currencias. Changes in fair value of derivatives which are
dasignated and qualify as cash flow hedges are recorded
in accumulated other comprehensive income (loss} and
reclassified into revenue or interest expense, for foraign
currency and debt related hedges, respectively, in the same
period or periods the hedged item affects earnings, to the
extent the change in the fair value of the instrument is
effective in offsetting the change in fair value of the hadged
item. The portion of the change in fair value that is either
considered ineffective or is excluded from the measure of
effectiveness is recognized immediately in our consolidated
statements of income under the caption “derivative (losses)
gains, net.” Derivative contracts entered into to reduce
the variability ralated to settlement assets and obligations
are not designated as hedges for accounting purposes
and, as such, changes in their fair value are included
in operating expenses consistent with foreign exchange
rate fiuctuations on the related settlement assets and
obligations.

The details of each designated hedging relationship
are formally documented at the inception of the arangement,
including the risk management objective, hedging strategy.
hedged item, specific risks being hedged, the derivative
instrument, how effectiveness is being assessed and how
ineffectiveness, if any, will be measured. The derivative
must be highly effective in offsetting the changes in cash
flows, and effectiveness is continually evaluated on a
retrospective and prospective basis. We assess the
effectiveness of our foreign currency forward contracts,
used to mitigate some of the risks related to forecasted
revenues, basad on changes in the spot rate of the affected
currencies. Accordingly, changes in the fair value of our
hedges due to changes in interest rate differential between
the two currencies are excluded from the measure of
effectiveness and recognized immediately

We utilize regression and other statistical analyses in
order 1o assess the effectiveness of our forward starting
interest rate swaps that hedge interest rate risk based on
anticipated debt issuance dates and the maturity date of
the related interest rate swap arrangement by comparing
spot and forward swap rates for all possible debt issuance
dates within the expected issuance range. Any determined
ineffectiveness prior to or at debt issuance is recognized
through earnings immediately. The Company terminated
all of its forward starting interest rate swaps in
November 2006 upon the issuance of the 2011 Notes
and the 2036 Notas described earlier, by paying cash of
approximately $18.6 million to the counterparties. The
difference in the actual issuance date and the probable
issuance date, as stated in our hedge designation
documentation resulted in ineffectiveness of $0.6 million,
which was immediately recognized in derivative {losses)/
gains, net in the consolidated statements of income.
The remaining $18.0 million loss on the hedges is included




in accumulated other comprehensive loss and will
be reclassified to interest expense over the life of the
related notes.

When the underlying transacticn related to a hedge
is no longer considered prabable of occurring, the unrealized
gain or loss associated with that hedge is reclassified
from accumulated other comprehensive income or loss
into income. We have not historically reclassified amounts
of unrealized gains or losses on hedges from accumulated
other comprehensive income or loss into income as
a result of the underlying transaction no longer being
cansidered probable of occurring within that specified
time period.

C:lpitalized Costs

We capitalize initial payments for new contracts and contract
renewals associated with agent contracts and software
costs. Capitalization of these costs is subject to strict
accounting policy criteria and requires management judgment
as 1o the appropriate time to initiate capitalization.

Our accounting policy is to limit the amount of
capitalized costs for a given contract to the lesser of the
estimated ongoing future cash flows from the contract or
the termination fees we would receive in the event of early
terminaticn of the contract.

We develop software used in providing services.
Software development costs are capitalized once
technological feasibility of the software has been
established. Cests incurred prior to establishing
technelogical feasibility are expensed as incurred.
Technological ieasibility is established when we have
completed all planning, designing, ceding and testing
activities that are necessary to determine that a product
can be produced tc meet its design specifications, including
functions, features and technical performance requirements.
Capitalization of costs ceases when the product is available
for general use. Currently unforeseen circumstances in
software development could require us to implement
alternative plans with respect to a particular eifort, which
could result in the impairment of previously capitalized
software development costs.

New Accountin ¢ Pronouncements

Effective January 1, 2007, we adopted FIN 48, which
clarifies the accounting for uncertainty in income taxes
recognized in an enterprise’s financiat statements in
accordance with FASB Staternent Na. 109, “Accounting
for Income Taxes,” and prescribes a recognition threshoid
and measurement attribute for the financial statement
recognition and measurement of a tax position taken or
expected to be taken in a tax return. FIN 48 also provides
guidance on derecogniticn, classification, interest
and penalties, accounting for interim periods, disclosure
and transition.

FIN 48 requires that the cumulative effect of adopting
its provisions be reflected as an adjustment 1o opening
retained earnings for the year of adoption. We are currently
evaluating the impact of adopting FIN 48, howaver, we do
not expect the effect of adoption to be significant.

In Septemnber 20086, the FASB issued SFAS No. 157,
“Fair Value Measurements” ("SFAS No. 157"), which
defines fair value, establishes a framework for measuring
fair value under accounting principles generally accepted
in the United States of America ("GAAP"), and expands
disclosures about fair value measurements. SFAS Ne, 157
applies to other accounting pronouncements that require
or permit fair value measurements. The new guidance is
effective for financial statements issued for fiscal years
beginning after November 15, 2007, and {or interim periods
within those fiscal years. We are currently evaluating the
potential impact of the adoption of SFAS No. 157; nowever,
we do not expect the impact 1o be significant to our
consolidated financial position, results of operations
and cash flows.

On September 29, 2008, the FASB issued SFAS
No. 158, “"Employers Accounting for Defined Benefit
Pension and Other Postretirerment Plans, An Amendment
of SFAS No. 87, 88, 106 and 132(R)" {"SFAS No. 158").
The statement requires employers to recognize the
overfunded and underfunded portion of a defined
benefit plan as an asset or liability, respectively, and any
unrecognized gains and losses or prior service costs as a
component of accumulated other comprehensive income.
SFAS No. 158 also requires a plan's funded status to
be measured at the employer's fiscal year-end. The
requirement to recognize the funded status of a defined
benefit plan and the disclosure requirements of SFAS
No. 158 are effective for us as of December 31, 2006.
The requirement 10 measure plan assets and benefit
obligations as of the date of the employer's fiscal year-
end is effective for us in 2008. The adoption of the
requirements of SFAS No. 158 that became effective on
Decermnber 31, 2006 did not have a material impact to the
financial position, results of operaticns, and cash flows
of our company due to the frozen status of our defined
benelit pension plans; however, we will change our
measurement date from September 30 to December 31
no later than 2008.

In February 2007, the FASB issued SFAS No. 159,
“The Fair Value Option for Financial Assets and Liabilities”
{"SFAS No. 169"}, SFAS No. 159 provides companies with
an option to report selected financial assets and liabilities
at fair value, end establishes presentation and disclosure
requirements designed to facilitate comparisons between
companies that choose different measuremant
attributes for similar types of assets and liabilities.
The new guidance is effective for fiscal years beginning
after November 15, 2007. We are currently evaluating
the potential impact of the adoption of SFAS No. 159
on our financial position and results of operations.

Management's Discussion and Anaysis of Financial Condition and Results of Operations
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" Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risks arising from changes
in market rates and prices, including movements in
foreign currency exchange rates and interest rates. A risk
management program is in place to manage these risks.

Foreign Currency Exchange Rates

We provide money transfer services in more than 200
countries and 1grritories. Foreign exchange risk is managed
through the structure of the business and an active risk
management process. We settle with the vast majority
of our agents in United States dollars or euros. However,
in certain circumstances, we settle in the agents’ local
cufrencies. We typically require the agent to obtain local
currency to pay recipients. Thus, we generally are not
reliant ¢n international currency markets to abtain and pay
ilfiquid currencies. The foreign currency exposure that does
exist is imited by the fact that the majerity of transactions
are paid within 24 hours after they are initiated. In certain
consumer money transfer transactions involving different
send and receive currencies, we generate revenue
based on the difference between the exchange rate set
by us 1o the consumer and the rate at which we or our
agents are able to acguire currency helping to further provide
protection against currency fluctuations. Our policy is
not to speculate in foreign currencies and we promptly
buy and sell foreign currencies as necessary 10 cover our
net payables and receivables which are denominated
in foreign currencies.

We use foreign currency forward contracts to mitigate
risks associated with changes in foreign currency exchange
rates on transactions denominated primarily in the eure
and British pound. We use longer-term foreign currency
forward contracts, generally with maturities of one year
or less, to mitigate some of the risk related to forecasted
revenues, however, during February 2007, we revised
certain guidelings, and are planning to extend the duration
of our foreign currency forward contracts used to mitigate
these risks. We had historically intended to apply hedge
accounting to these derivatives which preduced financial
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statement results that appeared to be consistent with
the economics of these transactions. However, based
upen an evaluation of our initial hedge documentation, we
determined that our hedge documentation was not adeguate
at the inception of the derivative agreements to gualify
for hedge accounting treatment, and accordingly, have
previously restated our financial statements. As a result,
changes in the fair market value of our outstanding
derivative instruments, which arg impacted primarily by
flugtuations in the euro, have been recognized in “derivative
(losses)/gains, net” for all derivatives entered inte prior to
September 29, 2006. Had these instruments qualified for
hedge accounting treatment, the effective portion of the
changes to the fair value of our derivative instruments
would have been recognized on our consolidated balance
sheets and would not have directly impacted our net income
until such instruments matured. The failure of these
instruments 1o qualify tor hedge accounting treatment
resulted in volatility in our net income for the periods
presented prior 1o September 30, 2006. For example,
during the years ended December 31, 2006, 2005
and 2004, we had pre-tax derivative {lossesl/gains of
$(21.2) million, $45.8 million and $(30.2) million, respectively.
On September 29. 2006, we re-established our foreign
currency forward positions to qualify for cash flow hedge
accounting. As a rasult, on a go-forward basis, we anticipate
significantly less volatility in cur consolidated statements
of income.

A hypothetical uniform 10% strengthening or weakening
in the value of the United States dollar relative to all
other currencies in which cur profits are denominatad
would result in a decreasefincrease to pretax income of
approximately $27 millien as of December 31, 2006. There
are inherent limitations in the sensitivity analysis presented,
primarily due to the assumption that foreign exchange rate
rmnovements are linear and instantaneous. As a result, the
analysis is unable to reflect the potential effects of more
complex market changes that could arise, which may
positively or negatively affect income.




Interest Rates

A portion of our investments are fixed rate interest-bearing
securities, which may include investments made from
cash received from our money transfer business and other
related payment services awaiting redemption. We have
classified these investments as available-for-sale within
settlement assets in the consolidated balance sheets, and
accordingly, record these instruments at their fair market
value with the net unrealized gains and losses, net of the
applicable deferred income tax effect, being added to or
deducted from our total stockholders' deficiency on our
consolidated balance sheets. As interest rates rise, the fair
market value of these securities will decrease; conversely,
a decrease to interest rates would result in an increase to
the fair market values of the securities.

Currently, the majority of our investments are
floating interest rate investments. Interest income on these
investments will increase and decrease with changes
in the underlying short term interest rates.

As of December 31, 2006, $500 million of our total
$3.3 billion in debt is based ¢n floating interest rates. We
revised certain guidelines in February 2007 and are planning,
through the use of hedges, to increase the percent of
floating rate debt in the future, subject to market conditions.
The interest rate on our floating debt is based on LIBOR
plus 15 basis points and is reset on a quarterly basis.
Additionally, as of December 31, 2008, $324.6 million of
our $3.3 billion in borrowings represented commercial
paper with a weighted average interest rate of approximately
5.4% and a waighted-average initial term of 17 days.
Considering the interest rates associated with our fixed
and floating rate debt, as well as the interest rates on our
commercial paper, our weighted average interest rate on
our borrowings outstanding at December 31, 2006 was
approximately 5.7%

A hypothetical uniform 10% increase in interest rates
would result in a decrease to pretax income of approximately
$4 million annually based on floating rate borrowings that
existed on December 31, 2006. The same 10% increase
in interest rates, if applied 1o current yields on our cash
and investment balances at December 31, 2006, would
result in an offsetting benefit to pre-tax income of $6 million
annually, There are inherent limitations in the sensitivity
analysis presented, primarily due to the assumption that
interest rate changes would be instantaneous. As a result,
the analysis is unable to reflect the potential effects of
more complex market changes that could arise, which may
positively or negatively affect income. In addition the currant
mix of fixed versus floating rate debt and investments and
the level of assets and liabilities will change aver time.

Regulatory

Our international agents have the responsibility to maintain
all licenses necessary to provide money transfer services
in their countries and to comply with all local rules,
regulations and licensing reguiremeants. Qur money transfer
business is subject to some form of regulation in each of
the 200 countries and territories in which such services
are offered. In saome countries, only fully licensed banks
and the national post office are permitted to provide cross-
berder meney transfer service to the general public.

State, federal and {oraign jurisdictions may unpose
regulations that could impact our foreign exchange risk by,
among other possibilities, imposing regulations that limit
our ability to obtain the benefit of the exchange rate spread
hetween whalesale and retail currency rates or imposing
banking moratoriums or other actions that could affect
currency liquidity. We have successfully managed the
risks outlined above in the past and believe that the breadth
and scope of our network makes it unlikely that these risks
will have a material adverse impact on our business.

In those few countries with significant foreign currency
controls, we offer "inbound only” service and do not accept
funds in these countries for remittance abroad. Banking
maoratoriums have been very rare and, to date, they have
not had an appreciable impact on our business. When
such a moratorium is imposed by a country, we may
temporarily discontinue its services in that country.

Quantisative and Qualitative Disclovares Abour Marker Risk
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Report of Independent Registered Public Accounting Firm

THE BOARD OF DIRECTORS AND STOCKHOLDERS
OF THE WESTERN UNION COMPANY

We have audited the accompanying consolidated
balance sheets of The Western Union Company as of
December 31, 2006 and 2005, and the related consolidated
statements of income, cash flows, and stockholders’
{deficiency)/net investment in The Western Union Company
for sach of the three years in the period ended December
31, 2008. These financial statements are the responsibility
of the Company's management. Qur responsibility 1s to
express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with the
standards of the Public Company Accounting Oversight
Board {United States). Those standards require that we
plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. We were not engaged to perform an audit
of the Company's internal control over financial reporting.
Qur audits included consideration of internal control over
financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the
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purpose of expressing an opinion on the effectivenass of
the Company's internal control over financial reporting.
Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant
estimates made by management, and evaluating the overall
financial staterment presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to
above present fairly, in all material respects, the consolidated
financial position of The Western Unicn Company at
December 31, 2006 and 2005, and the consolidated resulis
of its oparations and its cash flows for each of the three
years in the period ended December 31, 2008, in contormity
with U.S. generally accepted accounting princigles.

As discussed in Note 2 to the consolidated financial
statements, effective January 1, 2008, the Company
adopted Statement of Financial Accounting Standards
No. 123(R), “"Share Based Payment”.
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Consolidated Statements of Income

Yeur Knded Decomper 31,

(i millions, except per share amounts) 2006 2005 2004
REVENLUES:
Transaction fees $3,696.6 $3,354.8 £1,006.1
Foreign exchange revenue 653.9 331.0 449.6
Commussion and other revenues 119.7 102.1 9.9
Total revenues 4,470.2 3.9879 3,547.6
EXPENSES:
Cost of services 2,430.5 2,118.9 1,859.4
Selling. general and administrative 728.3 599.8 576.1
Total expenses” 3,158.8 27187 2,4353
Cperating income 1,311.4 1,269.2 1,1121
OTHER INCOME/IEXPENSE):
Interest income 40.1 7.6 1.8
Interest expense (53.4) 1.7) (1.7)
Dervivative (losses)/gains, net (21.2) 45,8 {30.2)
Foreign exchange affect on notes receivable from First Data, net 10.1 (5.9) 7.5
Interest income from First Data, net 35.7 24.3 9.1
Other income. net 12.4 4.8 —
Tetal other incomef(expense), net 23.7 74.9 (13.5)
Incomne before income taxes 1,335.1 1.344.1 1.098.6
Provision for income taxes 421.1 416.7 347.0
Net income $ 9140 $ 9274 § 7516
Earnings per share:

Basic $ 120 $ 128 $ 098

Diluted 5 1.19 s 1 $ 098
Weightad-average shares outstanding:

Basic 764.5 763.9 763.9

Diluted 768.6 763.9 7634

* As tuither describad in Note 4, total expenses include amounts paid 10 refated parties of 364 8 millian,

2005 and 2004, rospectivahy

Suer Notas 1o Consoiudated Financial Statamants

. $344.0 milhon, and $263 4 milfion for the vears ended December 31, 2008,

Consolidated Financial Statements
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Consolidated Statements of Stockholders’ (Deficiency) / Net Investment
i The Western Union Company

Clonrmon Seock

(i milhons) Shures Amount

Balance, January 1, 2004 — —
Net income — —
Dividends to First Data — -
Capital contributed by First Data in conmection with acquisitions — -
Unrealized losses on investment securities, net of tax — -
Foreign currency translation adjustment, net of tax — —
inimum pension lisbility adjustrment, net of tax — —
Comprehensive income

Balance, December 31, 2004 — _
Net income — _
Dividends 1o First Data — —

Capital contributed by First Data — —_
Unrealized lossas on investment securities, net of tax — —
Foreign currency translation adjustment, net of 1ax — —
Minimum pension liability adjustment. net of tax —_ —
Comprehensive income

Balance, Decemnber 31, 2005 —_ —

Net income — —
Dividends io First Data — —
Conversion of net Investment in The Western Union Company into capital deficiency 7653 7.7
Stock-based compensation i.3 —
Common Stock Dividends - -
Purchase of treasury shares —_ —
Ontions exercised 5.4 —_
Tax benefits from employee stock option plans — —
Unrealized losses on investment securities, net of tax — —
Unrealized losses on hedging activities, net of tax — —
Foreign currency translation adjustment, net of tax — —
Mimnimum pension liability adjustment, net of tax — —_
Comprehensive income

Balance, December 31, 2006

See Notes to Consoldaled Financial Statements
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Stockholders'
Nt Investment Accumulated (Defictencyl/Net
i The Other Investment in
Trearury Stock Histern Union Capizal Retained Comprebensive The Western Comprebensive
Shures Amount Company Defrciency Earnings FLaoss Union Company Inecame (Loss)
— - $ 1,874.0 — — 5{45.1) § 1,828.9
— —_ 751.6 — — — 751.6 $751.6
— — (659.8) — — — (659.8)
— —_ 28.7 — — — 28.7
— — — — — (3.0) (3.0) {3.0}
— — — — — 1.7 1.7 1.7
— — — — — (13.6) (13.6) {13.6)
$736.7
— — 1,994.5 — — (60.0) 1,934.5
— — 927.4 — — — 927.4 $927.4
— — (417.2) — — — (417.2)
— — 369.2 — — — 369.2
— — —_ - - (2.2) (2.2) (2.2)
— — — — — (4.8) (4.8) (4.8
— — — — — 49 49 4.9
$925.3
— — 28739 — — {62.1) 2.811.8
— — 698.3 —_ 215.7 — 914.0 $914.0
—_ — (4,097.2) -— — — (+4,097.7)
— - 525.0 (532.7) — — —
— —_ — 14.2 —_ — 14.2
— — — — (7.7 — (7.9
(0.9) (19.9} - — — — (19.9)
— — — 80.8 — — 80.8
—_ — —_— 0.6 — —_ 0.6
— — — — — (0.4) (0.4) {0.4)
— — — — — (29.3) (29.3) (29.3)
— — — — — 7.5 7.5 7.5
— — - — — 10.8 10.8 10.8
$902.6
(0.9) $(19.9) 3 — $ (437.1) $208.0 $(73.5) § (314.8)

Consobidated Financial Statements
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1. Formation of the Entity and
Basis of Presentation

The spin-cff by First Data Corporation {“First Data”) of its
money transter and consumer payments business to The
Western Union Company {"Western Union” or the
“Company”) became effective on September 29, 2006
through a distribution of 100% of the common stock
of The Western Union Company 1o the holders of record
of First Data’'s common stock (the "Distribution”). The
Distributicn was pursuant to a separation and distribution
agreement by which First Data contributed to The Western
Union Company the subsidiaries that operated its money
rransfer and consurmer payments businesses and its interest
in a Western Union money transfer agent, as well as related
assets, including real estate. The Company has received
a private letter ruling from the Internal Revenue Sarvice
and an opinion from tax counse! indicating that the spin-
off was tax free 10 the stockhelders, First Data and
Western Union.

The Western Union business consists of the following
segments:

I CONSUMER-TO-CONSUMER— provides money transier
services between consumers, primarily through
a global network of third-party agents using its multi-
currency, real-time money transfer processing
systems. This service is available for both
international cross-border transfers—that is, the
transfer of funds from one country to another and
intra-country transfers-—that is, money transfers
from one location to another in the same country.

CONSUMER.TO-BUSINESS —fOCUSES 0N payments from
consumers to businesses and other organizations
that receive consumer payments, including utifities,
auto finance companies, morngage servicers, financial
service providers and government agencies, through
Western Union's network of third-party agents and
various electronic channels. While the Company
continues to pursue international expansion of its
offerings in select markets. as demonstrated by the
Decermber 2006 acquisition of Servicic Electrénico
de Pago S.A. and related entities ("SEPSA”, see
Note 3). substantially all of the segment’s 2006
revenue was generated in the United States.

All businesses that have not been classified into the
CONSUMEr-to-ConsSuMeEr of Consumerio-business segments
are reported as “Other” and include the Company’s money
order and prepaid services businesses. The Company's
money order business sells Western Union brandad money
orders issued by Integrated Payment Systems Inc. ("IPS"),
a subsidiary of First Data, to consumers at non-bank retail
locations primarily in the United States and Canada. Western
Union's prepaid service business markets a YWestern Union
branded prepaid card sold through its agent network primar-
ily in the United States and the Internet, and provides
top-up services for third parties that allow consumers 1o
pay in advance for mobile phone and other services. Also
included in "Other” are certain expenses incurred by
Western Union to effect the spin-off.
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The primary entities providing the services described
above are Western Union Financial Services, Inc. and its
subsidiaries {"WUFSI"), Vigo Remitiance Corp. {"Vigo™),
Orlandi Valuta, E Commerce Group, Paymap, Inc and SEPSA.
There are additicnal legal entities included in the
Consolidated Financtal Statements of The Western Union
Company, including First Finangial Management Corporation
(“FFMC ™), WUFSI's immediate parent company.

Varigus aspects of the Company's services and
businesses are subject to U.S. federal, state and local
regulation, as well as regulation by foreign jurisdictions,
including banking regulations in certain foreign countries.
In addition, there are legal or regulatory limitations on
transferring certain assets of the Company outside of the
countries where the respective assets are located, or
because they conslitute undistributed earnings of affiliates
of the Company accounted for under the equity method
of accounting. However, there are no limitations on the
use of these assets within those countiies. As of December
31, 2006, the amount of assets subject 1o these limitations
totaled approximately $75 million.

As of December 31, 2006, Western Union has two
four-year labor contracts (both expiring August 6, 2008)
with the Communications Werkers of America, AFL-CIO
representing approximately 960 employees.

Spin-off from First Data

In order to effect the spin-off from First Data, on September
27, 2008, prior to being contributed to the Company, FFMC
entered into a $2.4 billion bridge financing facility with a
syndicate of lenders and declared and paid a $2 4 billion
dividend to First Data, as sole stockholder in FFMC, by
execution and delivery of a premissory note to First Data.
On September 29, 2006, FFMC borrowed an aggregate
amount of $2.4 billion under the bridge facility and used
the proceeds to settle the putstanding promissory note
issued to First Data.

On September 27, 20086, the Company entered into
an unsecured, revolving credit facility with a syndicate of
lenders, On Sepiember 29, 2006, the Company borrowed
$100 million on such revolving credit facility and ransferred
the proceeds to First Data, issued notes to First Data of
$1.0 billion and issued 765.3 million shares of its common
stock to First Data, all in consideration for the contribution
of First Data’s money transfer and consumer paymenis
businesses and related subsidiaries, including FFMC.
Immediately following completion of the spin-off, First
Data exchanged the §1 0 billion in notes with two financial
institutions for indebtedness of First Data that these
two financial institutions held at that time. The financial
institutions then received the proceeds from the subsequent
sale of the notes in a private offering. Refer to Note 15 for
more information on the borrowings of the Company.

As the maney transfer and consumer payments
businesses, which were contributed by First Data 10 the
Company, have already been reflected in the Company’s
historical financial statements as if such businesses had
always been a part of the Company, the total amount of
the cash and debt securities transferred to First Data of
$3 .5 hillion, including the $2.4 billion dividend declared by
FFMC, has been reflected as a dividend to First Data in
the consolidated financial statements.




The remaining approximately $602 million reflected
as a dividend to First Data was comprised of cash,
consideration for an ownership interest held by a First Data
subsidiary in one of the Company's agents which had
already been reflected as part of the Company, settlement
of net intercompany receivables (exclusive of certain
intercompany notes discussed in the following paragraph),
and transfers of certain liabilities, net of assets.

The Company also settled certain intercompany notes
receivable and payable with First Data along with related
interest and currency swap agreements associated with
such notes as part of the spin-off. The net settlement
of the principal and related swaps resulted in a net cash
inflow ot $724.0 million to the Company’s cash flows from
financing activities. The net settlement of interest on such
notes receivable and payable of $40.7 million was reflected
in cash flows from operating activities in the Cormpany's
Consolidated Statement of Cash Flows.

Amounts included in "Retained earnings” reflect the
Company’s earnings subsequent to the spin-cft date of
September 29, 2006.

Significant Non-Cash Financing and Investing
Activities Related to Spin-off

In connection with the spin-cff, the Company executed
the following transactions which invclved no cash:

The Company issued $1.0 billion in notes io
First Data in partial consideration for the
contribution by Firs: Data to the Company of
its money transfer and consumer payments
businesses {Note 15). The Company did not
receive any proceeds from the subsequent
private offering of the notes.

First Data transferred to the Company its
headguarters in Englewood, Colorado
and certain other fixed assets with a net
book value of $66.5 million.

The Company transferred to First Data
certain investments with a net book value
of $20.9 million,

The Company reclassified certain tax and
employee-related obligations from intercompany
liabilities totaling $193.8 million.

First Data distributed 765.3 millicn shares
of Western Union’s common stock to holders
of First Data common stock,

Basis of Presentation

The financial statements in this Annual Report for periods
ending on or after the Distribution are presentad on a
conselidated basis and include the accounts of the Company
and its majority-owned subsidiaries. The financial statements
for the periods presented prior 1o the Distribution are
presented on a combined basis and represent those entities
that were ultimately transferred to the Company as part of
the spin-off. The assets and liabilities presented have been
reflecied on a historical basis, as prior to the Distribution
such assets and liabilities presented were 100% owned
by First Data. However, the financial statements for the
periods presented prior to the Distribution do not include
all of the actual expenses that would have been incurred
had Western Unicn been a stand-alone entity during the
periods presented and do not reflect Western Union's
combinad results of operations, financial position and cash
flows had Western Union been a stand-alone company
during the periods presented.

All significant intercompany transactions and accounts
have been eliminated.

The accompanying Consolidated Balance Sheets are
unclassified censistent with industry practice and due
to the short-term nature of Western Union's settlement
cbligations, contrasted with its ability to invest cash awaiting
settlement in long-term investment securities,

. 2. Summary asz'gnyﬁcam‘

Accounting Policies

Use of Estimates

The preparation of financial statements in conformity with
accounting principles generally accepted in the United
States of America {"GAAP") requires management to make
gstimates and assumptions that affect the amounts reported
in the financial statements and accompanying notes. Actual
results could differ from these estimates.

Principles of Consolidation

Western Unicn consclidates financial results when it will
absorb a majority of an entity's expected losses or residual
returns or when it has the ability to exert contro! over the
entity. Cantrol is normally established when ownership
interests exceed 50% in an entity. However, when Western
Union does noct have the ability to exercise control over a
majority-owned entity as a result of other investors having
contractual rights over the management and operations
of the entity, it accounts for the entity under the equity
method. As of December 31, 2006 and 2005, there were
no greater-than-50%-owned affiliates whose financial
statements were not consolidated. Western Union utilizes
the equity method of accounting when it has an ownership
interast of between 20% and 50% in an entity, provided
it is able to exercise significant influence cver the
entity’s operations,

Nutes to Consolidated Finanvial Statements
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Earnings Per Share
The calculation of basic earnings per share excludes dilution
and is computed by dividing net income availabla to common
stockholders by the weighted average number of shares
of common stock outstanding for the period. Prior to
September 29, 20086, all outstanding shares of Western
Union were owned by First Data. Accordingly, for all
periods prior to the completion of the Distribution on
September 29, 2006, basic and diluted earnings per share
are computed using Western Union’s shares cutstanding
as of that date. Unvested shares of restricted stock are
excluded from basic shares outstanding. Diluted earnings
per share subsequent to September 28, 2006 reflects the
potantial dilution that could occur if outstanding stock
options at the presented date are exercised and shares
of restricted stock have vested and shares have been
transferred in settlerment of stock unit awards.

Prior to completicn of the Distribution, First Data
converted options, restricted stock awards, and restricted
stock units held by First Data and Western Union employees.

For First Data employees, one replacement First Data
option and one Western Union option was distributed for
every First Data option held prior to the spin-off. For Western
Union employeas, outstanding First Data options were
converted to substitute options to purchase YWestern Union
common stock at a conversion ratio of 2.1955 options to
purchase Western Union commoaon stock for every option
to purchase First Data common stock pricr to the spin-off.
The new awards maintained both the pre-conversion
aggregate intrinsic value of 2ach award and the ratio of
the exercise price per share to the fair market value per
share as of the spin-off date. Refer 1o Note 16, “Stock
Compensation Plans,” for a more detailed discussion of
our stock-based compensation plans.

As of December 31, 2006, there were 4.9 miliion
outstanding options 1o purchase shares of Western Union
stock excluded from the diluted earnings per share calculation,
as the exercise price of the options exceeded or was equal
1o the Company's stock price.

The following table provides the caiculation of diluted weighted average shares outstanding, and only considers the
potential dilution for stock options, restricted stock awards and restricted stock units for the period subseguent 1o the

spin-off date of September 29, 2006 {in millions):

For tha Year Encded December 31, 2006 2005 2004
Basic weighted-average shares 764.5 763.9 7639
Common stock equivalents existing after the spin-off 4.1 — —
Diluted weighted-average shares outstanding 768.6 763.9 T63.9

Fair Value of Financial Instruments

Carrying amounts for Western Union financial instruments,
including cash and cash equivalents, setllement assets
{other than investment securities}, settlement obligations,
borrowings under the commercial paper program, and
revolving and other short-term notes payable, approximate
fair value due to their short maturities. Investment
securities. nciuded in setilement assets, are carried at
fair market value and are considered available for sale
(Note 7). Fixed and floating rate noies are carried at their
discounted notional amounts. The fair market values of
fixed and floating rate notes disclosed in Note 15 are
based on market quotations.
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Cash and Cash Equivalents

Highly liquid investments {other than those included in
settlement assets) with maturities of three months or less
at the date of purchase (that are readily convertible to cash}
are considered to be cash equivalents and are stated at
cost, which approximates market value.

Western Union maintains cash and cash equivalent
balances with various financial institutions. Western Unian
limits the concentration of its cash and cash equivalents
with any one institution; however, such balances often
exceed Unitad States federal insurance limits. Western
Union periodically evaluates the credit worthiness of these
institutions to Minimize risk.




Allowance for Doubtful Accounts

Western Union records an allowance for doubtful accounts
when it is probable that the related receivable balance
will not be collected based on its history of collection
experience, known collection issues, such as agent
suspensions and bankruptcies, and cther matters the
Company identifies in its routing collection manitoring. The
allowance for doubtful accounts was $7.3 million and
£8.4 million at December 31, 2006 and 2005, respectively.

Sertlement Assets and Obligations

Settlement assets represent funds received or to be
received from agents for unsettled meney transfers and
consumer payments. Western Union records corresponding
settlement cbligations relating to amounts payable under
money transfer and payment service arrangements,

Settlement assets are comprised of cash and cash
equivalents, receivables from selling agents and investment
securities. Cash received by Western Union agents generally
becomes available to Western Union within one week after
initial receipt by the agent. Cash equivalents consist of
short-term time deposits, commercial paper and other
highly liquid investments. Receivables from selling agents
represent funds collected by such agents, but in transit 10
Western Unicn. Western Union has a large and diverse
agent base, thereby reducing the credit risk of the Company
from any one agent. In addition, Western Union performs
ongoing credit evaluations of its agents’ financial condition
and credt worthiness. See Note 7 for information concerning
the Company's investment securities.

Settlernent obligations consist of money transfer
and payment service payables and payables to agents.
Money transfer payables represent amounts to be paid 10
transferees when they request their funds. Most agents
typically settle with transferees first and then obtain
reimbursement from Western Unien. Due to the agemt
tunding and settlement process, payables to agents
represent amounts due to agents for money transfers
that have been setiled with transferees. Payment service
payables represent ameounts to be paid to utility companies,
collection agencies, finance companies, mortgage servicers,
government entities and others.

Property and Equipment

Property and equipment are stated at cost, except for
acquired assets which are recorded at fair market valug
under purchase accounting rules. Depreciation is computed
using the straight-line method over the lesser of the
estimated life of the related assets (generally three to
10 years, for equipment, furniture and fixtures, and
30 years for buildings} or the lease term. Maintenance
and repairs, which do not extend the useful life of the
respective assets, are charged to expense as incurred.

Deferred Customer Set Up Costs

The Company capitalizes direct incremental costs not to
aexceed related deferred revenues associated with the
enroliment ot customers in the Equity Accelerator program,
a service that allows consurners to complete automated
clearing house {"ACH") transactions to make recurring
mortgage payments. Deferred customer set up costs,
included in " Other assets” in the Consolidated Balance
Sheets, are amortized to “Cost of services” in the
Consolidated Statements of Income over the length of the
customer's expeacted participation in the program, generally
five to seven years. Actual customer attrition data is
assessed at least annually and the amortization pericd is
adjusted prospectively.

Goodwill

Goodwil! represents the excess of purchase price over the
fair value of 1angible and other intangible assets acquired,
less liabilities assumed arising from business combinations.
The Company's annual goodwill impairment test did not
identify any goodwill impairment in 2006 or 2004, however,
Western Union recorded a goodwill impairment charge of
$8.7 million in 2005 due to a change in strategic direction
relating to one of its majority cwned prepaid businesses
{Note 3). The majority of goodwill en Western Union's
Consolidated Balance Sheets arose in connection with
FFMC's acquisition of WUFS! in November 1994, FFMC
was acquired by First Data in October 1995,

Other Intangible Assets

Other intangible assets primarily consist of contract
costs (primarity amounts paid to agents in connection with
establishing and renewing long-term contracts) and
software. Other intangible assets are amortized on a
straight-line basis over the length of the contract or benefit
periods. Included in “Cost of services” in the Consolidated
Statements cf Income is amortization expense of
approximately $68.7 million, $47.5 million and $45.2 million
for the years ended December 31, 2006, 2005 and 2004,
respectively.

The Company capitalizes initial payments for new and
renewed agent contracts to the extent recoverable through
future cperations, contractual minimums and/far penalties
in the case of early termination. The Company's accounting
policy is to limit the amount of capitalized costs fora
given contract to the lesser of the estimated ongoing future
cash flows from the contract or the termination fees the
Company would receive in the event ¢of early termination
of the contract.

The Company develops software that is used in providing
services. Software development costs are capitalized
once technological feasibility of the software has been
estehlished. Costs incurred prior to establishing technelogical
feasibility are expensed as incurred. Technological feasibility
is established when the Company has completed all
planning, designing, coding and testing activities that are
necessary to determine that a product can be produced
10 meet its design specifications, including functicns,
features and technica! performance requirements.
Capitalization of costs ceases when the product is available
for general use. Software development costs and purchased
software are amortized over a term of three to five years.

Wotes o Conseliduted Financial Starements
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The failowing table provides the components of other intangible assets {in millions}:

Drecember 31, 2006 Dccember 31, 2005

Weighted-

Average
Amaortization Net of Netof
Period Initial Accumulated Initial Arewnudared
(i years) Cost Amortization Cost Amortization
Capitalized contract costs 6.0 $242.3 $155.6 $118.2 $ 56,7
Acquired contracts 9.2 74.1 49.7 38.2 30.0
Acquired trademarks 24.6 40.7 38.8 2949 292
Developed software 3.1 66.0 12.6 57.2 16.0
Purchased or acquired software 3.2 50.4 18.8 38.4 15.8
Cther intangibles 7.0 256 12.2 338 327
Total other intangibles 7.4 8$499.1 8$287.7 83357 51804

The estimated future aggregate amortization
expense for existing cther intangible assets as of
December 31, 2006 is sxpectaed to be $75.0 million
in 2007, $45.7 million in 2008, $40.7 million in 2009,
$£32.4 million in 2010, $26.6 millien in 2011 and
$67.3 mitlion thereafter.

QOther intangible assets are reviewed for impairment
on an annual basis and whenever events indicate that their
carrying amount may nct be recoverable. In such reviews,
estimated undiscounted cash flows associated with these
assets or operations are compared with their carrying
values to determine if a write-down to fair value (normally
measured by the present value technigue} is required.
Western Union did not record any impairment related
to other intangible assets during the years ended
December 31, 2006, 200% and 2004.

Revenue Recognition

The majority of the Company’s revenues are comprised
of consumer money transfer transaction fees that are
based on the principal amount of the meney transfer and
the locations from and to which funds are transferred.
Consumer money transter transaction fees are set by the
Company anc recorded as revenue at the time of sale. In
certain consumer money transfer transactions involving
different send and receive currencies, the Company
generates revenue hased on the difference between
the exchange rate set by Western Union to the consumer
and the rate at which Western Union of its agents are able
to acquire currency. This foreign exchange revenue is
recorded at the time the related transaction fee revenue
is recognized.

The Company alsc cffers several consumer-to-business
payment services, including payments from consumers
to utility companies, auto finance companies, mortgage
servicers, financial service providers and government
agencies {"billers"} Revenues for these services are
primarily derived from transaction fees, which are recerded
as revenue when payments are sent 10 the intended
recipients.

WESTERN UNION 2000 Annual Report

The Company’s Equity Accelerator service requires a
consumer to pay an upfront enrcliment fee 10 participate
in this mortgage payment service. These anroliment fees
are deferred and recognized into income over the tength
of the cusiomer’s expecied participation in the program,
generally five to seven years. Actual customer attrition
data is assessed at least annually and the period over which
revenug is recognized is adjusted prospectively. Many
factors impact the duration of the expected customer
relationship, including interest rates, refinance activity and
trends in consumer behavior.

The Company sells money orders issued by IPS under
the Western Union brand and manages the agent network
through which such money orders are sold. Western Union
recognizes monthly commissions from [PS based on
an investment yield on the average investable balance
resulting from the sale of money orders. Western Union
also recognizes transaction fees cellected from the
Company's agents at the time a money order s issued to
the consumer.

Loyalty Program

Western Union cperates a loyalty program which consists
of points that are awarded to program participants. Such
points may be redeemed for either a discount on future
money transfers or merchandise. The Company estimates
the distribution between awards of merchandise and
discounts based on recent redemption history and trends,
measured on a quarterly basis. Revenue is deferred for
the portion of points expected to be ultimately redeemed
for discounts in a manner that reflects the consumer’s
progress toward earning such discounts. Costs associated
with the redemption of merchandise are reflected in operating
expenses in the Consolidated Statements of Income.

Cost of Services

Cost of services consists of costs directly associated with
providing services to consumaers, including commissions
paid to agents, which are recognized at the time of sale.
Some agents outside the U.S. also receive additional
commissions hased on a portion of the foreign exchange
revenue associated with money transfer transactions.
Other costs included in costs of services include personnel,
software, equipment, telecommunications, bank fees,
depreciation and amortization, and other operating expenses
incurred in connecticn with providing money transfers and
other payment services.




Advertising Costs

Advertising costs are charged to operating expenses as
incurred or at the time the advertising first takes place.
Advertising costs for the years ended December 31, 2006,
2005 and 2004 were $261.4 million, $243.3 million and
$227.9 million, respectively.

Income Taxes

Prior to September 29, 2006, Western Union's taxable
income was included in the consolidated U.S. federal
income tax return of First Data and alsc in a number
of state income tax returns, which are or will be filed
as consoclidated returns, Western Union files its own
separate tax returns in foreign jurisdictions, and for
periods subseguent to September 29, 2006, files its own
U.S. federal and state income tax returns. Western Union's
provision for income taxes has been computed as if it were
a separate tax-paying entity for periods prior to the spin-
off from First Data, and federal and state income taxes
payable were remitted 1o First Data prior to the spin-off.
The state and other income tax provisions represent
applicable taxes payabie to the various jurisdictions in which
Western Union operates. Foreign taxes are paid in each
respective jurisdiction locally.

Western Union accounts for income taxes under the
liability method, which requires that deferred tax assets
and liabilities be determined based on the expected future
income tax consequences of events that have been
recognized in the consolidated financial statements.

Deferred tax assets and liabilities are recognized based
on temporary differences between the financial staterment
carrying amounts and tax bases of assets and liabilities
using enacted tax rates in effect in the years in which the
temporary differences are expecied to reverse.

Foreign Currency Translation

The U.S. dollar is the functional currency for all of Western
Union's businesses except certain investments located
primarily in the United Kingdom, Ireland and Argentina.
Foreign currency denominated assets and liabilities for
those entities for which the local currency is the functional
currency are translated into U.S. dollars based on exchange
rates prevailing at the end of the period. Revenues and
expenses are translated at average exchange rates prevailing
during the period. The effects of foreign exchange gains
and losses arising from the translation of assets and
liabilities of those entities where the functional currency
is not the U.S. dollar are included as a component of
" Accumulated other comprehensive loss”. Foreign currency
translation gains and losses on assets and liabilities of
foreign operations in which the U.S. dollar is the functicnal
currency are recognized in operations.

Derivative Financial Instruments

Western Unicn utilizes derivative instrumeants to mitigate
foreign currency and interest rate risk. The Company
recognizes all derivative instruments in the “Other assets”
and "Other liabilities” captions in the accompanying
Censclidated Balance Sheets at their fair value. Changes
in the fair value of derivatives, which are designated and
qualify as cash flow hedges in accordance with Statement
of Financial Accounting Standards ("SFAS") No. 133,
“Accounting for Derivative Instruments and Hedging
Activities,” as amended and interpreted (" SFAS No. 133"),
are recorded in " Accumulated other comprehensive loss”
and reclassified into revenue or interest expense, for foreign
currency and debt related hedges, respectively, in the same
pericd or periods the hedged item affects earnings, to the
extent the change in the fair value of the instrument is
affective in offsetting the change in fair value of the hedged
item. The partion of the change in fair value that is either
considered ineffective or is excluded from the measure of
effectiveness is recognized immediately in “Derivative
{losses)/gains, net.” Derivative contracts entered into to
reduce the variability related to settlement assets and
obligations, generally with a term of one to three weeks,
are not designated as hedges for accounting purposes
and, as such, changes in their fair value are included in
operating expenses consistent with foreign exchange rate
fluctuations on the related settlement assets and obligations.
All cash flows associated with derivatives are included in
cash flows from operating activities in the Consolidated
Statements of Cash Flows other than those previously
designated as cash flow hedges that were determined to
not qualify for hedge accounting as described in Note 14,

The Company also had certain other foreign
currency swap arrangements with First Data, prior to
September 29, 2006, to mitigate the foreign exchange
impact on certain euro denominated notes receivable with
First Data. These foreign currency swaps did not qualify
for hedge accounting and, accordingly, the fair value changes
of these agreements were reporied in the accompanying
Consolidated Statements of Income as “Foreign exchange
effect on notes receivable from First Data, nat.” The fair
value of these swaps were recorded in “Receivables from
First Data, net” in the accompanying Consolidated Balance
Sheets and were settled in cash along with the related
nctes receivable in connection with the spin-off.

The estimated fair value of the Company’s derivative
financial instruments is based on market and dealer
quotations. Accordingly, these estimated values may not
be representative of actual values that could have been
realized as of Decernber 31, 2006 or 2005 or that will be
realized in the future.

Notes 1o Consolidated Financial Statements
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Stock-Based Compensation

Prior to the spin-off, employees of Western Union
participated in First Data’s stock-hased compeansation plans.
The Company currently has a stock-based compensation
plan that grants Wastern Union stock options, restricted
stock awards and restricted stock units to employees and
other kay individuals who perform services for the Company.
In addition, the Company has a stock-based compensation
plan that provides for grants of Western Union stock options
and stock unit awards to non-employee directors of
the Company.

Effective January 1, 2008, the Company adopted
Statement of Financial Accounting Standards ("SFAS™)
No. V23R, “Share-Based Payment™ ("SFAS No. 123R"),
using the modified prospective method. SFAS No. 123R
requires all stock-based compensation to employees be
measured at fair value and expensed over the requisite
service period and alsc requires an estimate of forfeitures
when calculating compensation expense. The Company
recegnizes compansation expense on awards on a straight-
line basis over the requisite service pericd for the entire
award. In accordance with the Company's chosen method
of adoption, results for prior periods have not been adjusted.
Prior to the adoption of SFAS No. 123R, the Company
followed Accounting Principles Board {"APB ") Opinion
No. 25 which accounts for share-based payments to
employees using the intrinsic value method and, as such,
generally recognized no compensation expense for
employee stock options. Refer to Note 16 for additicnal
discussion regarding details of the Company's stock-based
compensation plans and the adoption of SFAS No. 123R.

Reclassifications

Certain prior years amounts have been reclassified to
conform to the current year presentation. The Company
made certain reclassifications between setilernant assets
and settlement obligations, which have no impact on
the Company's consolidated financial position, resulis of
operations or cash provided from operations as previously
reportad. In addition, the Company reclassified interest
income and interest expense related to third parties from
"Other income, net” 10 “Interest income” and "Interest
expense” 1o disclose them sepazately on the face of the
Consolidated Staterments of Income. This reclassification
also had no impact on the consolidated financial position,
results of operations or cash provided from operations as
previously reparted
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New Accounting Pronouncements

The Financial Accounting Standards Board ("FASB”} has
issued interpretation No. 48, "Accounting for Uncertainty
in Income Taxes—An Interpretation of FASB Statement
No. 1097 ("FIN 48"), regarding accounting for, and
disclosure of, uncertain income tax positions. FIN 48 clarifies
the accounting for unceriainty in income taxes recognized
in an enterprise’s financial statements in accordance with
FASB Statement No. 109, “Accounting for Income Taxes.”
FIN 48 prescribes a recognition threshold and measurement
attribute for the financial statement recognition and
measurement of a tax position taken or expected to
be taken in & 1ax return. FIN 48 also provides guidance
on derecognition, classification, interest and penalties,
accounting for interim periods, disclosure and transition.
FIN 48 is effective for fiscal years beginning after
December 15, 2006. FIN 48 requires that the cumulative
eifect of adopting its provisicns be reflected as an
adjustment 10 opening retained earnings for the year of
adoption. We are currently evaluating the impact of adopting
FIN 48, however, we do not expect the effect of adoption
10 be significant.

In September 2006, the FASB issued SFAS No. 157,
“Fair Value Measurements” {"SFAS No. 1577), which
defines fair value, establishes a framework {or measuring
fair value under GAAP and expands disclosures about fair
value measurements. SFAS No. 157 applies to other
accounting pronouncements that require or permit fair
value measurements. The new guidance is effective for
financial statements issued for fiscal years beginning
aftar November 15, 2007, and for interim periods within
those fiscal years. The Company is currently evaiuating
the potential impact of the adoption of SFAS No. 157 on
its consolidated financial position, results of operations
and cash flows.

On September 29, 2006, the FASB issued SFAS
No. 158, “Employers Accounting for Defined Benefit
Pension and Cther Postretirernent Plans—An Amendment
of SFAS No. 87, 88, 106 and 13Z{R}” ("SFAS No. 158").
The statement requires employers to recognize the
overfunded and underfunded portion of a defined
benefit plan as an asset or liability, respectively, and any
unrecognized gains and losses or prior service costs as a
component of accumulated other comprehensive income
SFAS No. 158 also requires a plan’s funded status to
be measured at the employer’s fiscal year-end. The
requirement 1o recegnize the funded status of a defined
penefit plan and the disclosure requirements of
SFAS No. 158 are effective for the Company as of
December 31, 2006. The requirement 1o measure plan
assets and benefit obligations as of the date of the employer's
fiscal year end is effective for the Company in 2008. The
adoption of the requirements of SFAS No. 158 that became
effective on December 31, 2006 did not have a material
impact to the financial position, results of operations or
cash flows of the Company due to the frozen status of the
Company's defined benefit pension plans. However, the
Company will need to change its measurement date from
September 30 to December 31 no later than 2008.




In February 2007, the FASB issued SFAS No. 159,
"The Fair Value Option for Financial Assets and Liabilities”
{"SFAS No. 189"). SFAS Ne. 159 provides companies
with an option to report selected financiai assets and
liabilities at fair value, and establishes presentation and
disclosure requirements designed to facilitate comparisons
between companies that cheosa different measurement
attributes for similar types of assets and liabilities. The
new guidance is effective for fiscal years heginning after
November 15, 2007 The Company is currently evaluating
the potential impact of the adoption of SFAS No. 159 on
its financial pesition and results of operations.

3. Aequisitions and Disposals

In December 2008, the Company acguired SEPSA, which
cperates under the brand name Pago Facil®™, for a
{otal purchase price of $69.5 million, less cash acquired of
$3.0 milbon. SEPSA provides consumer-to-business
payments to a variety of billers based in Argentina.
Previously, the Company held a 25% interest in SEPSA
which was treated as an equity method investment. As a
result of acquiring the additional 75% ownership, the
Company's entire investrment in and results of operations
of SEPSA have been included in the consolidated financial
statements since the acquisition date. The preliminary
purchase price allocation resulted in $22.4 million of
identifiable intangible assets, a significant pertion ot
which was attributable to the Pago Facil service mark. The
identifiable intangible assets were calculated based on the
additional 75% ownership interest acquired, and are being
amortized over two to 25 years. After adjusting the additional
acquired net assets te fair value, goodwill of $48.0 million
was recorded, which is nat expected to be deductible for
income tax purposes. The purchase price allocation is
preliminary and subject to change after the valuation of
identifiable assets and certain other assets and liabilities
is finalized.

In October 2005, First Data acquired 100% of GMT
Group, Inc. {"GMT"), the owner of Vige, a provider of
consumer-ig-consumer money transfer services to various
countries, for approximately $369.2 million, including cash
acguired of $20.1 million. GMT was contributed to VWestarn
Union in connection with the spin-off. The results of Vigo's
operations have been included in the consolidated financial
statements since the acquisition date. The purchase price
allocation resulted in $83.6 million of identifiable intangible
assets, which are being amortized over 3.5 1o 11 years,
except for acquired tradernarks aggregating $28.6 million,
which are being amortized over 25 years. Goodwill
of $284.4 million was recorded in connection with
the acquisition of GMT, none of which is expected to
be deductible for tax purpcses.

In 2004, the Company purchased 30% equity interests
in two of its international money transfer agents. The
aggregate consideration paid during 2004 for these agents
was $42.0 million, net of $5.4 million of holdback reserves
to cover claims arising from the acquisitions, which was
paid in 2005 upon successful resolution of the related
claims. Tha aggregate purchase price allocation for these
acquisitions resulted in $12.9 million of identifiable intangible
assets, which are being amortized over three to seven
years. Western Union's investments in these agents are
accounted for under the equity method of accounting.

In August 2003, the Company acquired a 51%
ownership interest in EPOSS Limited ("EPOSS”), a United
Kingdom based seller of prepaid products in Europe, for
$12.2 million, including cash acquired of $9.2 millign. In
the fourth quarter of 2005, Western Union recorded a
goodwill impairment charge of $8.7 million due to a change
in strategic direction related to EPOSS. In the second
quarter 2006, the Company sold its majority interest
in EPOSS. The fair value of net assets on disposition
approximated the net book value subsequent to the
recognition of the goodwill impairment charge noted above.

The pro forma impact of all acquisitions on net income
in 2006, 2005 and 2004 was immaterial.

The following table presents changes to goodwill for the years ended December 31, 2006 and 2005 (in millions):

Contumer-ta- Consumer-to-

Consumer Butiness Orker Tetal
January 1, 2005 balance $1,107.6 $195.1 $ 409 $1,343.6
Acquisitions 2831 — — 2831
Impairments — — (8.7} (8.7)
December 31, 2005 balance $1,390.7 §$195.1 3 322 $1,618.0
Acquisitions — 48.0 — 48.0
Purchase price adjustments 1.3 — — 1.3
Disposals — —_ {19.3) (19.3)
December 31, 2006 balance £1,392.0 $243.1 3129 §1,648.0

The terms of certain of the Company's acquisition
agreements provide for additicnal consideration to be
paid if the acquired entity’s results of operations exceed
certain targeted levels. Such additional consideration
is paid in cash and is recorded as additional purchase

price when targeted levels are achieved. There was no
additional consideration paid in 2005 and 2006. Additional
consideration paid in 2004 totaled $28.7 million. There are
no potential additional consideration payments remaining
as of December 31, 2006.

Notes 1o Consolidated Financial Statements
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4. Related Party Transactions

Related Party Transactions with First Data

The Consolidated Staternents of Income prior to the spin-off
include expense allocations for certain corporate functions
historically provided to Western Union by First Data.
If possible, these allocations were made on a specific
identification basis. Otherwise, the expenses related 10
services provided to Western Union by First Data were
allocated to Western Union based on relative percentages,
as compared (o First Data’s othes businesses, of neadcount
or other appropriate methods depending on the nature of
each item or cost to be allocated.

Charges for functions historically provided to Waestern
Union by First Data are primarily attributable to First Data’s
performance of many shared services that the Company
benefited from prior to the spin-off, of which certain
of these services continue tc be provided through a
transition services agreement as described below. In
addition, prior to the spin-off, the Company also
participated in certain First Data insurance, benefit and
incentive plans, and it received services directly related
to the operations of its businesses such as call center
services, credit card processing, printing and mailing.
Services received after September 29, 2006 are discussed
in the following paragraphs addressing the transition
services and the commaercial services agreements. Prior
to September 29, 2006, the Consolidated Statements
of Income reflect charges from First Data and its affiliates
for these services of $152.4 million, $166.3 million and
$158.3 million for the years ended December 31, 2006,
2005, and 2004, respectively. Included in the charges above
are amounts recognized for stock-based compensation
expense, as well as net periodic benefit income associated
with the Company's pension plans.

The Company has entered into a transition services
agreement with First Data pursuant to which First Data
and Western Union are providing each other with a variety
of administrative services for a period of time following
the spin-off. Services provided by First Data to Western
Union include data center hosting, disaster recovery
and monitoring services, call center support, network
connectivity, system support, information security system
support, payroll, benefits and human resources. Services
provided by Western Union to First Data include call center
support, henefits resource support, soflware development
and support, and network connectivity and fees for such
services are reflected as contra expenses within
the Company's Consolidated Statements of Income.
Western Union and First Data have agreed to make
each service available to the other on an as-needed basis
for a period of time not 10 excesd one year following
September 29, 2008, the date of the spin-off. As of
December 31, 2006, Western Unicn has been charged
$6.9 miltion and has charged First Data $0.6 million under
this agreement.
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Western Union and First Data entered inta a number
of commercial services agreements in connection with
the spin-off pursuant to which First Data or its subsidiaries
and Western Union are providing services 10 each
other. Services provided by First Data to Western Union
include producing and mailing cards and other material on
behalf of Western Union, check printing services, check
clearing and remittance processing services, lockbox and
escheatment services, interactive voice response and
maintenance support. transaction validation services, hosting
and operating banking software in its data center, access
1o a risk management application, software development
services and payroll card services. Services provided by
Western Union 1o First Data include providing bill payment
processing services and payment services and fees for
such services are reflected as contra expenses within the
Company's Consolidated Staternents of Income. These
agreemanis have terms ranging from one to six
years. Since the date of the spin-off from First Data on
September 29, 2006, Western Union has been charged
£16.8 million relating to these agreements, including
$12.3 million in connection with commercial arrangements
that were in existence prior i¢ the spin-off.

During the years ended December 31, 2006, 2005
and 2004, the Company recognized commission revenues
from IPS in connecticn with its maney order business of
$31.6 million, $29.6 million and $26.3 million, respectively.

First Data and Western Union entered into agreements
beginning on September 28, 2006, the date of the spin-off,
with respect to subleasing certain properties 1o each other
All subleases, the majority of which are subject to renewal
within the next two years, are priced at levels reflecting
either market rates or the pro-raia share of square footage
utilized. First Data has subleased property to Western
Union in various states and countries including Georgia,
Japan, New Zealand and Ireland. Western Union has
subleased property to First Data in California, Colorado,
Florida, Georgia, Texas, India, South Africa and United Arab
Emirates. As of December 31, 2006, Weastern Union incurred
rent expense of $0.2 million and has recognized sublease
income from First Data of $0.5 million in connection with
subleases entered into with First Data.

QOther Related Party Transactions

The Company has ownership interests in certain ot its
agents, all of which are accounted for under the equity
method of accounting. The Company pays these agents,
as it does its other agents, commissions for monay transfer
and other services provided on the Company’s behalf.
Commissions paid 1o these agents for the years ended
December 31, 2006, 2005, and 2004 totaled $212.2 million,
$177.7 million and $105.1 million, respectively.




5. Commaitments and
Contin gencies

In the normal course of business, Western Union is subject
to claims and litigation. Management of Western Union
believes such matters involving a reasonably possible
chance of loss will not, individually or in the aggregate,
result in a materially adverse effect on Western Union's
financial position, results of operations or cash flows.
Western Union accrues for loss contingencies as they
become probable and estimable.

On August 21, 2006, the Interregional Inspectorate
No. B0 of the Federal Tax Service of the Russian Federation
for the City of Moscow (“Tax Inspectorate”) issued a tax
audit report to 000 Western Union MT East ("MT East”),
an indirect whelly owned subsidiary of the Company,
asserting claims for the underpayment of Russian
Value Added Taxes {"VAT") related to the money transfer
activities of MT East in Russia during 2003 and 2004,
On October 24, 2006, the Tax Inspectorate issued its final
decision for tax assessment and tax demand notices to
MT East for approximately $20 miliion, including a 20%
penalty and applicable interest to date, which assessment
MT East challenged in the applicable Russian court. The
court has issued its ruling in favor of MT East holding
that the services provided in Russia by MT East quality
as banking services which are not subject to VAT.
The Tax Inspectorate may appeal this ruling. As of
December 31, 2006, the Company has not accrued any
potential l0ss or associated penalties and interest based
on the ruling 1ssuad by the court and the Compeany's belief
that such services qualify as banking services and are not
subject to tax,

Western Union is subject to unclaimed or abandoned
property {escheat} laws in the United States and abroad.
These laws require the Company to turn over to certain
government authorities the property of others held by
the Company that has been unclaimed for a specified
period of time, such as unredeemed money transfers.
The Company holds property subject to escheat laws and
the Company has an ongoing program 1o comply with the
laws. The Company is subject to audits with regard 1o its
escheatment practices.

in 2002, Affilisted Computer Services ("ACS") notified
First Data of its intent 1o audit First Data’s escheatment
practices (and those of all its subsidiaries} on behalf of
19 states {the "ACS States”). The ACS States have
subsequently increased 10 43 states. However, the ACS
States have agreed 1o allow First Data and its subsidiaries
to conduct an internal examination of their escheatment
practices utilizing third-party experts. First Data has
independently entered into Voluntary Disclosure Agreements
with four other states (the “VDA States”). Like the ACS
States, the VDA States agreed to allow First Data and
its subsidiaries to conduct their own internal review in
place of an audit by the states.

First Data completed the majority of its internal review
in Decernber 2005. As a result of that review, and in addition
to amounts already recorded, the Company recognized an
$8.2 million pretax charge, reflected in “Cost of Services”
in the Consolidated Staternents of Income, in the fourth
quarter of 2005 for domestic and international escheatment
liabilities {portions of this charge are not scheduled to be
remitted until pericds beyond 2006). Western Union
and First Data have agreed that First Data will continue
discussions with the ACS States and VDA States en behall
of Western Union and is autherized to settle the escheat
liabilities within specified parameters.

Western Union has completed its internal review and
is in the final discussions of the results thereof with the
ACS States and the VDA States. Any difference between
the armounts accrued by the Company and those claimed
by a state or foreign jurisdiction will be reflecied in the
periods in which any resolutions cecgur.

The Company has $565.9 million in outstanding letters
of credit and bank guarantees at December 31, 2006 with
expiration dates through 2011, ¢ertain of which contain a
one-year renewal option. The letters of credit and bank
guarantees are primarily held in connection with lease
arrangements and agent settlement agreements. The
Company expects io renew the letters of credit prior to
expiration in most circumstances.

Pursuant to the Separation and Distribution Agreement
with First Data in connection with the spin-off (see
MNote 1}, First Data and the Company are each liable for,
and agreed to perform, all liabilities with respect to their
respective businesses. In addition, the separation and
distribution agreement also provides for cross-indemnities
principally designed to place financial respensibility for the
abligations and liabilities of the Company's business with
the Company and financial respansibility for the obligations
and liakilities of First Data's retained businesses with
First Data. The Company also entered into a tax allocation
agreement that sets forth the rights and obligations of First
Data and the Company with respect 1o taxes imposed on
their respective businesses both prior to and after the
spin-off as well as potential tax obligations for which the
Company may be liable in conjunction with the spin-off
{see Note 10).

6. Settlement Assets and
Settlement Obligations

Settlement assets represent funds received or to be
received from agents for unsettled money transfers and
consumer payments. Western Union records corresponding
settlement cbligations relating to amounts payable under
money transfer and payment service arrangements. The
difference in the aggregate amount of settlement assets
and obligations is due to cumulative unrealized net investment
gains and losses.

Notes to Consolidated Financial Statements
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Settlement assets and obligations are comprised of the following {in millions):

December 31, 2006 2065

Setilement assets:

Cash and cash eguivalents $ 348.8 $183.9

Recewables from selling agents, net 781.2 5787

Investment securities 154.2 151.8
$1,284.2 $9i4.4

Settlement obligations:

Money transfer and paymient services payables $ 7145 §521.2

Payables to agents 568.0 390.8
51,2825 $912.0

7. Investment Securities

Investment securities consist primarily of high-quality state
and municipal debt instruments. All of the Company’s
investment securities were marketable securities during
all periods presented. The Company is required to maintain
specific grades of investments and such investments are
restricted to satisfy outstanding settlement obligations in
accordance with applicable state regulations. Western
Union does not hold financial instruments for trading
purposes, and all investment securities are classified as
available-for-sale and recorded at fair value, which is based
primanly on market quotations. Investment securities are
exposed to market risk due to changes in interest rates
and credit risk. Western Union regularly monitors credit
risk and attermpts to mitigate its exposure by making high
quality investments. At December 31, 20086, all investment
securities had credit ratings of “"AA-" or better from a major
credit rating agency.

Unrealized gains and losses on available-for-sale
securitias are excluded from earnings and presented as
a component of accumulated other comprehensive

income or loss, net of related deferred income taxes.
There were no significant realized gains wansferred out of
"Accumulated other comprehensive loss” during the
periods presented. Proceeds from the sale and maturity
of available-for-sale securities during the years ended
December 31, 2006, 2005 and 2004 were $62.6 million,
$49.0 million and $25.3 million, respectively.

Realized gains and losses on investments are calculated
using the specific-identification methad and are recognized
during the period the investment is sofd or when an
investment expariences an other than temporary decling
in value below cost or amortized cost. When an investment
is deemed to have an other than temporary decline in
value it is reduced 1o its fair value, which becomes the
new cost basis of the investment. Western Union considers
both qualitative and guantitative indicators, including, but
not limited to, the length of time the investment has been
in an unrealized loss position, when judging whether
a decline in value 15 other-than-temporary in nature.

The components of investment securities, all of which are classified as available-for-sale, are as foilows (in millicns):

Grows (o Net
Amartized Faiv Unrealized Unrealized Unrealized
Cost tirlue Loy Losses (Gains

DECEMBER 31, 2006
State and municipal cbligaticns $145.5 $146.4 $1.0 $(0.1) $0.9
Preferred stock 6.9 7.8 0.9 — 0.9
$152.4 $154.2 $1.Yy ${0.1) 318

DECEMEBER 31, 200%
State and municipal obligations $i42.4 $144.9 $2.6 8(00.1) £2.5
Preferred stock 69 6.9 - — —
$14493 $151.8 $2.0 $(0.1) $2.5

No individua! investment balance included within investment securities represents greater than 10% of total invest-

ment securities as of December 31, 2006 and 2005.
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The following summarizes contractual maturities of state and municipal obligations as of December 31, 2006

{in milliens):
Amariized Fair
(last Falue
Due within 1 year $ 335 $ 336
Due after 1 year through 5 years 0.3 71.0
Due after b years through 10 years 8.8 8.8
Due after 10 years 32.9 33.0
§145.5 $140.4

Preferred stock is not included above because the securities do not have fixed maturities. Actual maturities may
differ from contractual maturities because issuers may have the right to call or prepay the obligsticns.

The fallowing tables present the gross unrealized losses and fair value of Western Union's investmeant securities
with unrealized losses that are not deemed to be other-than-temporarily impaired, aggregated by investment category
and tength of lime that individual securities have been in a continuous unrealized loss position as of Decermber 31, 2006

and 2005 (in millions):

fss thun 12 Months

Creater than 12 Monihs Tora

Unreafized Utrewtized Total Unreafized
Fuer Filue Leses Fair Value Losses Fair Ialue fotses

DECEMBER 31, 2006
State and municipal obligations $ 7.7 $(1.1) $9.7 $— $17.4 $(0.1)
$ 7.7 $(0.1) $9.7 $— $17.4 $(0.1}

DECEMREER 31, 2005
State and municipal abligations $18.5 $(0.1) s — 1— $18.5 $(0.1}
$18.5 $(0.1) $— £ — 2185 $(0.1)

The unrealized losses as of December 31, 2006 and
2005 on the Company’s investments in state and municipal
obligations were the result of increases in interest rates
and were not related 1o credit quality. These unrealized
losses were deemed to be not other-than-temporary
because the Company has the ability and intent to hold
these investments untl a recovery of fair value occurs,
which may be upon maturity,

All of the Company’s invesiments in preferred stock
are in government sponsored mortgage entities. Analyses
of the unrealized losses on preferred stock performed
during 2005 and 2004 indicated other-than-temporary
impairments on a portion ot the Company's investmenis,
resulting in impairment charges of $1.1 millien and
$1.0 million for 2005 and 2004, respectively. There were
no charges recorded for other-than-temporary daclines
in investment values in 2006.

Notes to Comolidated Financial Staternents
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8. Property and Equipment

Propertly and equipment consists of the fallawing {in millions).

Decernbar 31, 2066 200%
Eguipment § 245.8 $ 2220
Leasehold improvements 32.4 27.1
Furniture and fixtures 239 16.0
Land and improvements 12.9 —
Buildings 71.5 —
Projects In process 2.7 0.3

389.2 2660
Less accumulated depreciation (213.1) (183.6)
Property and equipment, net S 176.1 $ B2.4

Amounts charged to expense for depreciation of proper

ty and equipment were $34.8 million, $32.0 million, and

$34.0 million during the years ended Decembaer 31, 2006, 2005 and 2004, respectively.

9. Other Assets and
Other Liabilities

The following table summarizes the components of other assets and other liabilities {in millions):

December 31, 2006 2005
OTHER ASSETS:

Equity method investments £165.1 $150.2
Amounts advanced to agents, net of discounts 112.4 46.0
Deferred customer set up costs 45.5 46.2
Prepaid commissions 373 —
Accounts receivable, net 243 24.8
Receivable from First Data for stock option proceeds 17.8 —
Prepaid expenses 16.6 X\l
Debt issue costs 14.6 —
Derivative financial instruments 0.6 19.4
Other 68.7 6.4
Total other assets 8503.4 $342.0
OTHER LIABILITIES:

Deferred revenue $ 833 $ 871
Derivatve financial instruments 12.8 1.1
Due 1o minority interest holder - 238
Other 51.3 359
Total other liabilities $147.4 £147.9

Amounts advanced ro agents

From time to time, we make advances and Ioans to agents.
In 2006, we signed a six year agreement with one of
our existing agents which included a four year loan of
$140.0 million 1o the agent, of which $20.0 rmillion was
repaid by the agent during 2006. The terms of the loan
agreement require that a percentage of commissions
carned by the agent {(52% in 2007, 61% in 2008 and
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64% in 2009) be withheld by us as repayment of the
loan and the agent remains obligated to repay the loan if
commissions earned are not sufficient. YWe impute interest
on this below-markeat rate note raceivable and recorded it
net of an original discount of $52.7 million. Such discount
was $37.8 million as of December 31, 2006,




10. Income Taxes

The components of pretax income are as follows {in millions):

Year Ended December 31, 2008 2005 2004

Companents of pretax income:

Domestic § 7071 $ B01.9 $ 6847
Foreign 628.0 542.2 408.9
51,335.1 $1,344.1 $1,098.6

The provisicn for income taxes is as follows (in miliions):

Year Ended December 31, 2006 2005 2004
Federal $331.1 $338.0 $276.1
State and local 34.5 29.1 5.7
Foreign 55.5 49.6 15.2

§421.1 $416.7 33470

The Company's effective tax rates differ from statutory rates as follows:

Year Ended December 31, 2006 2005 2004

Federal statutory rate 35.0% 35.0% 35.0%
State income taxes, net of fedaral income tax benafits 2.0% 2.0% 2.0%
Foreign rate differential (6.3% (5.8)% (4.7)%
Federal 1ax credits (0.3)% (0.4)% {0.5)%
Other 1.1% 0.2% (0.2)%
Effective tax rate 31.5% 31.0% 11.6%

Western Unicn’s income tax provision consists of the following components {in millions):

Vear Ended December 31, 2006 2005 200+
Current:
Federal $314.0 $326.4 $£2289
State and local 331 26.0 30.7
Foreign 61.1 39.4 39.8
Total current taxes 408.2 3918 299.4
Deferred:
Federal 17.1 11.6 47.2
State and local 1.4 31 5.0
Faoreign (5.6) 10.2 {4.6)
Tora! deferred taxes 12.9 249 47.6
54211 $416.7 $347.0

Deferred tax assets and liabilities are recognized for the expected tax consequences of temperary differences
between the book and tax bases of Western Union’s assets and liabilities. The following table outlines the principal
components of deferred tax items {in millions):

December 31, 2006 2005

Deferred tax assets related to:

Reserves and accrued expenses $ 240 5 154

Pension obligations 21.6 25.6

Deferred revenue 6.2 6.2

Other 8.3 8.4
Total deferred tax assets 60.1 55.8
Deferred tax liabilities related to.

Property, eguipment and intangibles 325.2 292.8

Other 9.7 11.1
Total deferred tax liabilities 3349 3039
Net deferred tax liability $274.8 $248.1

Notes to Consolidared Finanvial Statemenrs a3
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The Company's effective tax rates on pretax
income were 32%, 31%, and 32% for the years ended
December 31, 2006, 2005, and 2004, respectively. The
effective tax rate over the three periods remained
relatively constant, with 2005 benefiting slightly from
certain state tax adjustments.

The Company has estabhshed contingency reserves
for matenal, known tax exposures, inciuding petential
tax audit adjustments with respect to our international
operations, which were restructured in 2003. The Company's
tax reserves reflect what it believes to be reasonable
assumptions as 10 the fikely resolution of the issues involved
if subject to judicial review. While the Company believes
that its reserves are adequate 10 cover reasonably expected
1ax risks, there can be no assurance that, in all instances,
an issue raised by a tax authority will be resolved at
a financial cost that does not exceed its related reserve.
Any difference from the Company's position as recorded
in its financial statements and the final resclution of a tax
issue will be reftected in the Company’s income tax expense
in the period during which the issue is resolved. Such
resolution could also affect the Company's effective tax
rate in future periods.

To address cenain tax aspects of the 2003 restructuring
of the Company’s international operations, discussions
waere initiated with the Internal Revenue Service {“IRS")
pursuant to its Advance Pricing Agreement, or "APA "
Program. The Company, however, was notified by the
IRS in October 2006 that it will not be able to conclude
an arrangement acceptable to the Company through
the APA Program. Thus, the tax aspects of the 2003
restructuring will be addressed as part of ongoing federal
income tax audits.

The Company has benefited from the 2003 restructuring
by having its income from certain foreign-to-foreign money
transier transactions taxed at relatively low foreign tax
rates rather than the U.S. and state combined statutory
tax rate. The amount cof taxes attributable to such rate
differential cumulatively totaled approximately $210.8 million
through December 31, 2006.

At Decernber 31, 2006, no provision had been made
for U.5. federal and state income taxes on foreign earnings
of approximately $829.5 million, which are expected to be
reinvesied outside the United States indefinitely. Upon
distribution of those earnings in the form of dividends or
atherwise, the Company would be subject to U.S. income
1axes (subject to an adjustment for foreign tax credits),
stale income taxes, and withhaolding taxes payable to
various forgign countries. Determination of the amount of
unrecognized deferred U.S. tax liability is not practicable
because of the complexities associated with its hypothetical
calculation.

Pursuant to a tax allocation agreement signed in
connection with the spin-off from First Cata, the Company
and First Data each are liable for 1axes imposed on their
respective businesses both prior to and after the spin-off.
Although management of the Company believes that such
taxes have been appropriately apportioned between
First Data and the Company through 2006, subsequent
adjustments may occur as tax filings for such years are
made with ail applicable tax jurisdictions and such filings
are finalized.
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Also under the tax allocation agreement, with respect
to taxes and other liabilities that could be imposed as a
result of a final determination that is inconsistent with the
anticipated tax censequences {as set forth in the private
letter ruling} in connection with the spin-off (and certain
related transactions) if such transactions do not qualify for
tax-free treatment under the Internal Revenue Code, the
Company will be ligble to First Data (i} for any such taxes
or liabilities attnbutable solely 1o actions taken by or with
respect to the Company, and {i} for 50% of any such taxes
or liabilities (A} that would not have been impesed but for
the existence of both an action by the Company and an
action by First Data or {B) where the Company and First
Oata each take actions that, standing alone, would have
resulted in the imposition of such taxes or liabilities. The
Company may be similarly liable if it breaches certain
representations or covenants set forth in the tax allocation
agreement. If the Company is required to indemnify First
Data for taxes incurred as a result of the spin-off being
taxable 1o First Data, it likely would have a material adverse
effect on the Company's business, financial position and
results of operations.

11. Emp[ayee Benefit Plans

Defined Contribution Plans

Prior to the spin-cft from First Data. eligible full-time
non-union employees of the Company were covered under
a First Data sponsored defined contribution incentive
savings plan. Employees who made voluntary contributions
to this plan, received up to a 3% Western Union matching
contribution, service related contributions of 1.5% to 3%
of eligible employee compensation, certain cther additional
amployer contributions, and additional discretionary
Company contributions. In addition, First Data provided
non-gualified deferred compensation plans for certain highly
compensated employees. These plans provided tax-deferred
contributions, matching and the restoration of Company
contributions under the defined contribution plans otherwise
limited by IRS or plan limits.

The Company's Board of Directors approved The
Western Union Company Incentive Savings Plan ("401(k)"}
as of September 23, 2006, covering ehgible non-union
employees of Western Union after the spin-off date.
Employees that make voluntary contributions to this plan
receive up to a 4% Western Union matching contribution.
All matching contributions are immediately 100% vested.

The Company also has a 401{k) plan covering its union
employees. Western Union contributes 4% of eligible
employee compensation. Union employees who make
voluniary contributions receive up to a 1.5% Western Union
matching contribution in addition to a $650 per employee
lump-sum contribution per year.

In addition, Western Union’s Board of Directors adopted
a non-qualified deferred compensation plan for highly
compensated employees. The plan provides tax-deferred
contributions, matching and the restoration of Company
matching contributicns otherwise lirnited under the 401{k).




The aggregate amount charged to expense in
connection with all of the above plans was $9.2 million,
$8.1 million, and $7.5 million during the years ended
December 31, 2008, 2005, and 2004, respectively.

Defined Benefit Plans

FFMC's acquisition of WUFSI in November 1994 included
the assumption of $304.0 million of underfunded pension
obligations related to two frozen defined banefit pension
plans. Benefit accruals under these pians were frozen in
1988. First Data reduced these underfunded obligations
by contributing $35.6 million in 2004 1o the plans. No
contributions were made by First Data or Wesiern Union
in 2005 and 2006. As part of the Distribution, Western
Union is responsible for any remaining underfunded

pension obligaticns. Western Union does not currently
anticipate contributing to the plans in 2007. A September 30
measurement date is used for the Company’s plans.

On December 31, 2006, the Company adopted the
recognition and disclosure provisions of SFAS No, 158,
which requires the Company to recognize the funded status
of its pension plans in its Consclidated Balance Sheets as
of December 31, 2008 with & corresponding adjustment
to "Accumulated other comprehensive loss”, net of tax.
Due to the frozen status of the Company’s pension plans,
the Company's funded status of its pension plans was
already reflected in its Consclidated Balance Sheets, and
therefore, no such adjustment was required to “Pension
obligations ", “Deferred tax liability, net” or “Accumulated
other comprehensive 'oss” on adoption of SFAS No. 158.

The following table provides a reconciliation of the changes in the pension plans’ benefit obligations and fair value
of assets for the plan years ended September 30, 2006 and 2005, and a statement of the funded status of the plans as

of September 30, 2006 and 2005 {in millions):

Septambor 30, 2006 2005
CHANGE IN BENEFIT OBLIGATION

Projecied heneilt obligation at October 1, $494.1 $515.7
Interest costs 24.8 256
Actuarial {(gain)/loss (13.5) 0.4

Benefits paid (46,4} (47.6)
Projected benefit obligation at September 30, 459.0 4941

CHANGE IN PLAN ASSETS

Fair value of plan assets at Cclober 1, 424.3 432.8
Actual return on plan assets 28.2 %1

Benetits paid {46.4) (47.6)
Fair value of plan assets at September 30, 406.1 424.3
Funded status of the plan (52.9) (69.8)
Unrecogmized amounts, principally unrecognized actuarial loss 98.1 1142
Total recegnized § 45.2 $ da4
Accumulated benefit obligation 459.0 444.1

The pension obligations and changes in the value of
pian assets 1o meet those obligations are not recognized
as actuanal gains and losses of the plan as they occur but
are recognized systematically over subsequent periods.
These differences are treated as an unrecognized
net gainfloss and not an immediate recognized amount.
Inciuded in "Accumulated other comprehensive loss™ at

December 31, 2006 is $3.6 million ($2.3 million net of tax}
of unrecegnized actuarial losses that are expected to be
recognized in net periodic pension cost during the year
ended December 31, 2007. No plan assets are expected
1o be returned to the Company during the year ended
December 31, 2007.

The following table provides the amounts recognized in the Consolidated Balance Sheets (in millions}:

Decembar 31, 2006 2005
Accrued benefit liability $(52.9) $(69.8)
Accumulated other comprehensive income 98.1 1142
Net amount recognized §45.2 $ 449

For the plan years ended Septermber 30, 2006 and 2005, the projected benefit obligation was equal 1o the accumulated

benedit obligation.

Naotes to Consolidated Financial Statemeris
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The following table provides the components of net periodic benefit income for the plans {in millions}:

Decamosr 31, 20106 2005 2004
Interest cost § 248 §25.6 $29.0
Expected return on plan assets {29.9) 133.8) {33.3)
Amortization of unrecognized actuarial loss 4.2 27 07
Net perigdic benefit income $ {0.9) § (5.5) $ (5.6)

The minimurn pension liability included in other comprehensive income (loss), net of tax, decreased $10.8 million
and $4.9 million in 2008 and 2005, respectively, and increased $13.6 million in 2004,
The weighted-average rate assumptions used in the measurement of the Company’s benefit obligation are

as follows:

2006 2005

Discount rate

5.61% 5.25%

The weighted-average rate assurmptions used in the measurement of the Company’s net cost income) are

as follows:

2006 2005 2004
Discount rate 5.24% 5.19% 3.90%
Expected long-term return on plan assets 7.50% 7.75% §.00%

SFAS No. 87 requires the sponsor of a defined benetit
plan to measure the plan’s obligations and annual expense
using assumptions that reflect best estimates and are
consistent 10 the extent that each assumption reflects
expectations of future economic conditions. As the bulk
of the pension benefits will not be paid for many years,
the computation of pension expenses and benefits is based
on assurmnptions about future interest rates and expected
rates of return on plan assets. In general, pension obligations
are most sensitive to the discount rate assumption, and it
is set based on the rate at which the pension benelits
could be settled effectively.

Western Union employs a building block approach in
determining the long-term rate of return for plan assets.
Historical markets are studied and long-term historical
relationships between equities and fixed-income secunties
are prasarved consistent with the widely accepted capital
market principle that assets with higher volatility generate
a greater return over the long run. Current market factors
such as inflation and interest rates are evaluated before
long-term capital market assumptions are determined. The
long-term portfolio return is established using a buflding
block approach with proper consideration of diversification
and re-balancing. Peer data and historical returns are
reviewed 10 check for reascnableness and appropriateness.

Pension plan asset allocation at September 30, 2008 and 2006, and 1arget aliocations based on investment policies,

are as follows:

Precentuye of Phan dsess
at Measaremens Duate

Asset Categary 2006 20005
Equity securities 40% 14%
Debt secunties 58% 55%
Other 2% 1%
100% 100%

Jurget oAlocation
Equity secuiities 30-50%
Debt securities 30-60%
Other 0-10%
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Certain members of the Company's Board of Directors and management are affiliated with companies whose
securities are held in Western Union’s pension trust, which is managed by independent asset managers. Therafore,
these affiliated companies are considered related parties. The following table details plan assets invested in these related

party securities as of September 30, 2006 and 2005:

2006
Fair Marker
Shares Falue b of Total
Plan Common Stoek Holdings {in thousarsds) {in miflions) Plan Awets
Altria Group, Inc. common stock 11.4 $0.9 0.21%
First Data Corporation common stock 14.9 $0.3 0.08%
The Western Union Company commaon stock 14.9 $0.3 0.07%
Bank of New York Company Inc. common siock 23.6 $0.8 0.20%
Fair Market
Principal Value % of Total
Plan Corporate Bond Haldings. {in millions) (in milfions) Plari Arsets
Allstate Corporation corporate bond $0.5 $0.6 0.14%
Kraft Foods corporate bond $0.6 $0.7 0.16%
Mew York Life Insurance Company corporate bond 50.8 $0.8 0.199%
2005
Fuir Market
Shares Yalue % of Total
Plan Asset Holdings {in thousand.) (in millions) Plan Avets
First Data Corporation commcn stock 18.1 $0.7 0.16%
Bank of New York Company Inc. common stock 2318 §0.7 0.16%
Hewitt Assaociates, Inc. common stock 5.5 $0.1 0.02%

The maturities of debt securities at September 30, 2006
range from less than one year 1o 60 years with a weighted-
average maturity of 15 years.

Western Union employs a total return investment
approach whereby a mix of equities and fixed income
investments are used in an effort to maximize the long-term
return of plan assets for a prudent level of risk. Risk
tolerance is established through careful consideration of
plan liabilities and plan funded status. The investment
portfolio contains a diversified blend of equity and fixed-
income investments. Furthermare, eguity investments are
diversified across U.S. and non-U.S. stocks, as well as
securities deemed to be growth, value, and small and large
capitalizations. Other assets, primarily private equity, are
used judiciously in an effort to enhance long-term returns
while improving portfolio diversification. investment risk
is measured and monitored on an ongoing hasis through
quarterly investment portfolio reviews, annual liability
measurements, and periodic asset and liability studies.

The estimated future benefit payments are expected
te be $45.2 million in 2007, $44.1 million in 2008,
$42.9 million in 2009, $41.8 million in 2010, $40.6 million
in 2011 and $183.0 million in 2012 through 2016.

Western Union administers a post-retirement health
care plan to union employees that was in effect when First
Data acquired FFMC. Generally, retired employees bear
the entire cost of the premiurns. Western Union also offers
a short-term disability plan for union employees. The
Company’s obligations pursuant to these plans are
immaterial.

12 Operating Lease

Commitments

Western Union leases certain real properties for use as
customer service centers and administrative and sales
offices. Western Union alsc leases data communications
terminals, computers and office equipment. Certain of
these leases contain renewal options and escalation
provisions. These leases include certain sublease
agreemenis with First Data, as discussed in Note 4. Total
rent expense under operating leases was $29.2 million,
$28.6 million, and $26.3 million during tha years ended
December 31, 2006, 2005 and 2004, respectively.

As of December 31, 2008, the minimum aggregate
rental cemmitments under all noncancelable operating
leases, net of sublease income commitments aggregating
$9.1 million through 2011, are as follows {in millions):

Year Ending December 31,

2007 $20.5
2008 16.8
2009 92
2010 7.2
201 59
Thereafter 18.7
Total future minimum lease payments $79.3

Notes 10 Consalidated Financial Staiements
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. 13. Stockholders’ Equity

Accumulated other comprehensive loss

The income 1ax eifects aliocated 1o and the cumulative balance of each component of accumulated other comprehensive

toss are as follows (in millions):

Beginning Pretax Gain Tax Benefit Nerof Tax Ending
HRalance {Lass} {Expense) Amaunt Balance

DECEMBER 31, 2006
Unrealized gains (iosses} on investment securities $ L6 $(0.7) $ 0.3 $ (0.4) s 1.2
Unrealized gains {losses) on hedging activities — {31.0) 1.7 {29.3) (29.3)
Foreign currency translation adjustment 10.5 11.7 (4.2) 7.5 18.0
Minimum pension liability {74.2) 12.7 1.9 10.8 (63.4)
8(62.1) $ (7.3 $(4.1) ${11.4) $(73.5)

DECEMBER 31, 2005
Unrealized gains {losses) on investment securities § 38 5 (3.4) $1.2 s (2.2) $ 1.6
Fereign currency translation adjustment 15.3 (7.2 2.4 {48) 10.5
Minimum pension liability (79.1) 7.6 2.7) 4.9 (74.2)
£60.0) R ERG 309 $ (2.1 $(h2.1)

DECEMBER 31, 2004
Unrealized gains (losses) on investment securities 3 68 $ {4.6) s 1.6 $ {3.0) $ 38
Foreign currency translation adjustment 13.6 2.7 {1.00 1.7 15.3
Minimum pension liability (65.5) {20.8) 7.2 {13.6) (79.1)
$(45.1) ${22.7) $7.8 $(14.9) $(60.0)

Cash Dividends Pmd
During the fourth guarter of 2008, the Company's Board
of Directors declared a quarterly cash dividend of $0.01
per common share representing $7.7 million which was
paid in December 2006.

Share Repurchases

In September 2006, the Company's Board of
Directors authorized the purchase of up 1o $1 billion of
the Company’'s common stock on the open market
through December 31, 2008. During 2006, the Company
repurchased 0.9 million shares of common stock at an
average price of $22.79 per share

WESTERN UNION 2006 Annual Report

14. Derivative Financtal
Instruments

The Company is exposed to foreign currency risk resufting
from Hluctuations in axchange rates, primarily the eurc and
British pound, related to forecasted revenues and also on
settlement assets and obligations. Additionally, the Company
is exposed to interest rate risk related to changes in market
rates both prior to and subsequent to the issuance of debt.
The Company's policy is to minimize its exposures related
to adverse changes in foreign currency exchange rates
and interest rates, while prohibiting speculative or market-
making activities. The Company uses lenger-term foreign
currency torward contracts, generally with maturities of
one year of less, 10 mitigate some of the risk related to
forecasted revenues. Short-term foreign currency forward
contracts. generally with maturities from a few days up 1o
three weeks, are utifized to offset foreign exchange rate
fluctuations on settlerment assets and settlement obligations
hetween transaction initiation and settlement. Forward
starting interest rate swaps were utilized in 2006 to reduce
the risk of interest rate fluctuations on forecasted debt
issuances.




The Company previously restated its financial
statements for certain derivatives originally intended to
qualify as cash flow hedges in accordance with SFAS
No. 133. On September 29, 2006, the Company either
settled its outstanding derivatives that were determinad
to not qualify for hedge accounting or offset such
derivatives with new derivatives that were not designated
as hedges n accordance with SFAS No. 133. As such, the
effect of the changes in the fair value of these hedges
prior 1o September 29, 2006 is included in “Derivative
{losses)/gains, net.” On Saptember 28, 2006 and during
the fourth guarter of 2006, the Company entered into new
derivative contracts in accordance with its revised foreign
currency derivatives and hedging processes, which were
designated and qualify as cash flow hedges under SFAS
No. 133

The Company does not believe its derivative financial
insiruments expose it 1o more than a nominal amount
of credit nsk as the counterparties are established,
well-capitalized financial institutions with credit ratings of
"A" or better from major rating agencies. The credit risk
inherent in these agreements represents the possibility
that a loss may occur frem the nenperformance of a
counterparty to the agreements. The Company performs
a review of the credit risk of these counterparties at
the inception of the hedge, on a quarterly basis and
as circumstances warrant. The Company alsc monitors
the concentration ot its contracts with any individual
counterparty. The Company anticipates that the

counterparties will be able to fully satisfy their obligations
under the agreements. The Company’s exposures are in
liquid currencies, so there is minimal risk that appropriate
derivatives to maintain the hedging program would not be
available in the future.

The details of each designated hadging refationship
are formally documented at the inception of the
arrangement, including the risk management cbjective,
nedging strategy, hedged itemn, specific risks being hedged,
the derivative instrument, how effectiveness is teing
assessed and how ineffectiveness, if any, will ba measured.
The derivative must be highly effective in offsetting the
changes in cash flows, and effactiveness is continually
evaluated on a retrospective and prospective basis. The
Company assesses the effectiveness of its foreign currency
forward contracts, used to mitigate some of the risks
related to forecasted revenues, based on changes in the
spot rate of the affected currencies during the period
of designation. Accordingly, all changes in the fair value
of the hedges not considered effective are recognized
immediately in “Derivative (lossesl/gains, net” within the
Company's Consolidated Statements of Income. Changes
in the fair value due 1o the interest rate differential between
the twa currencies, and all changes in the fair value during
periods in which the instrument was not designated as &
hedge, were excluded from the measure of effectiveness
and resulted in a $1.5 million gain during the year ended
December 31, 2006.

The aggregate United States dollar equivalent notional amount of foreign currency forward contracts held by the
Company with external third parties as of the balance sheet dates are as follows (in millions}:

2006 2005

December 31,
Contracts not designated as hedges:
Euro $249.5 $497.8
British pound 43.5 82.0
Other 51.1 781
Contracts designated as hedges:
Euro 3339 —_
British pound 73.2 —_

As of December 31, 20086 and 2005, the carrying value
and fair value of the Company's foreign currency forward
contracts with external third parties was a $12 2 million
net liability and an $18.3 million net asset, respectively, as
disclased in Mote 9.

The aggregate notional amount of foreign currency
swap arrangements held by the Company with First Data
affiliates totaled 238.1 million eurcs at December 31, 2005.
The fair market value of these swaps {$7.2 million asset
as of December 31, 2005) was settled in cash along with
the related notes receivable in connection with the spin-off
on September 23, 2006 (Note 1),

In October 2006, the Company executed forward
starting interest rate swaps with a combined notional
amaount of $875 million to fix the interest rate in connection
with an anticipated issuance of fixed rate debt securities
expected to be issued between October 2006 and May
2007. The Company designated these derivativas as cash
flow hedges of the variability in the cash outflows of interest
payments on the first $875 million of the forecasted debt
issuance due to changes in the benchmark interest rate.
The swaps were expected to be highly effective in hedging
the interest payments associated with the forecasted debt
issuance as the terms of the hedges, including the life and
notional amount, mirrored the probable issuance dates of
the forecasted debt issuances, and statistical analyses of
historical relationships indicated a high correlation between
spot and forward swap rates for all possible issuance dates
within the expected range of issuance dates.

Nores o Consolidated Financial Statements
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In November 2006, the Company terminated these
swaps in conjunction with the issuance of the 2011 and
2036 Notes as described in Note 15, by paying cash of
approximataty $18.6 million to the counterparties. The
difference in the actual issuance date and the probable
issuance date as stated in our hedge designation
documentation resulted in ineffectiveness of $0.6 million,

which was immediately recognized in " Derivative (losses)
gains, net” in the Consolidated Statements of Income. No
amounts were excludad from the measure of effectiveness.
The remaning $18.0 million loss on the hedges was included
in “Accumulated other comprehensive loss” and will
be reclassified to “Interest expense” over the life of the
related notes.

The following table summarizes activity in “Accumulated other comprehensive loss” related to all derivatives

designated as cash flow hedges (in millions):

2006 2005 2004
Balance included in " Accumulated other comprehensive loss” at January 1, 5 — §— 5—
Reclassification into earnings from "Accumulated other comprehensive loss™:
Revenue (1.8) —
Interest expense 0.2 —_ —_
Total reclassifications (1.6) — —
Changes in fair value of derivatives, net of tax 27.7) —
Balance included in “Accumulated other comprehensive loss” at December 31, §(29.3) §— $—

As of December 31, 2006, the maximum length
of time over which the Company is hedging its exposure
to the vaniability in future cash flows associated with
foreign currency risk related to future revenues is
12 months. Therefore, $11.5 million of *Accumulated
other comprehensive loss” related to the foreign currency
forward contracts is expected 1o be reclassified into revenue

.. 15. Borrowings

The Company's outstanding borrowings at December 31,

within the next 12 months. Approximately $1.7 miflion
of losses on the forecasted debt issuance hedges
are expected to be recognized in interest expanse during
the next 12 months. No amounts have been reclassified
into earnings as a result of the underlying transaction no
longer being considered probable of occurring within the
specified time period.

2006 consist of the following (in millions):

December 31,2006

Carrying Value Fair Value
Short-term:
Cornmercial paper § 3246 5 3246
Note pavable due January 2007 3.0 3.0
Long-term
Floating rate notes, due 2008 500.0 499.8
5.400% notes, net of discount, due 2011 499.0 Y86.3
5.930% notes, net of discount, due 2016 999.7 992.2
8.200% notes, net of discount, due 2036 497.2 471.4
Total borrowings $3,323.5 $3,277.3

Exclusive of discounts, maturities of borrowings as
of December 31, 2006 are $327.6 million in 2007,
$500.0 million in 2008, $1.0 billion in 2011 and $1.5 billion
thereafter. There are no contractual maturities on borrowings
during 2009 and 2010.

No borrowings existed at December 31, 2006. The
Company's obligations under all of its financing facilities,
as described below, rank equally.
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Commercial Paper Program

On November 3, 2006, the Company established a
commercial paper program pursuant to which the Company
may issue unsecured commercial paper notes (the
"Commercial Paper Notes") in an amount not to exceed
$1.5 billion cutstanding at any time prior to the commercial
paper program expiration in 20711, The Commercial Paper
Notes may have maturities of up to 397 days from date of
issuance. Interest rates for borrowings are based on market
rates at the time of issuance. The Company‘s commercial
paper borrowings at December 31, 2006 were
$324.6 million, had 8 weighted average interest rate
of approximately 5.4% and a weighted-average initial term
of 17 days. At December 31, 2008, $1.175.4 million was
available to borrow under the commercial papar program.




Revelving Credit Facility

On September 27, 2006, the Company entered into a
five-year unsecured revolving credit facility, which includes
a $1.5 billion revolving credit facility, a $250.0 million letter
of credit sub-facility and a $150.0 million swing line
sub-facility {the "Rewvalving Credit Facility”). The Revolving
Credit Facility contained certain covenants that limit or
restrict the ability of the Company and other significant
subsidiaries 1o incur debt, collateralize, sell, assign, transfer
or otherwise dispose of specified assets, or enter into
specified sale and leaseback transactions. The Company
was alsc required to maintain compliance with a
consclidated interest coverage ratic covenant. In
October 2006, the Company repaid the entire $100 million
amount due under the Revolving Credit Facility which had
been borrowed in connection with the spin-off from
First Data. As a result, there were no borrowings or
accrued interest under the Revolving Credit Facility as of
December 31, 20086.

Interest due under the Revolving Cradit Facility is fixed
for the term of each borrowing and is payable according
to the terms of that borrowing. Generally, interest is
calculated using LIBOR plus an interest rate margin (19
basis points as of December 31, 2006). A {acility fee is
also payable quarterly on the total facility, regardless of
usage {6 basis points as of December 31, 2006}. The facility
fee percentage is determined based on our credit rating
assigned by Standard & Poor's Ratings Services (" S&P")
andfor Moody's Investor Services, inc. {(“Moody's”).
In addition, to the extent the aggregate outstanding
borrowings under the Revolving Credit Facility exceed
50% of the related aggregate commitments, a utilization
fee based upon such ratings is payable to the lenders on
the aggregate outstanding borrowings (5 basis points as
of December 31, 2006).

Notes

On September 29, 2006, the Company issued to First Data
$1.0 billion aggregate principal amount of unsecured notes
maturing on October 1. 2016 (the 2016 Notes"} in partial
consideration for the contribution by First Data to the
Company of its money transfer and consumer payments
businesses in connection with the spin-off. The 2016 Notes
were issued in reliance on exemptions from the registration
requirements of the Securities Act of 1933, as amended.
Immediately after the spin-off, First Data exchanged the
2016 Notes with twe financial institutions for indebtedness
of First Data that the financial institutions he!d at that
time. The financial institutions then sold the 2016 Notes
In transactions exermpt from the registration requirements
of the Securities Act of 1933. The Company did not receive
any of the proceeds from the subsequent sale of the
2018 Notes.

Interest on the 2016 Notes is payable semiannually
on April 1 and October 1 each year based on a fixed per
annum interest rate of 5.930%. The indenture governing
the 2016 Notes contains covenants that limit or restrict
the ability of the Company and other significant subsidiaries
to incur debt {in the case of significant subsidiaries),
celiateralize, sell, assign, transfer ar otherwise dispose
of specified assets, or enter into sale and leaseback
transactions. The Company may redeem the 2016 Notes
at any time prior to maturity at the applicable treasury rate
plus 20 basis points.

On November 17, 2008, the Company issued $2 billion
aggregate principal amount of the Company's unsecured
fixed and floating rate notes, comprised of $500 million
aggregate principal amount of the Company's Floating Rate
Notes due 2008 (the “Floating Rate Notes”), §1 billion
aggregate principal amount of 5.400% Notes due 2011
{the “2011 Notes") and $500 million aggregate principal
amount of 6.200% Notes due 2036 (the “2036 Notes”).
The Floating Rate Notes, 2011 Notes, and 2036 Notes
were issuad in reliance on exemptions from the registration
requirements of the Securities Act of 1833, as amended.

The Company used the net proceeds of the offering
of the 2011 Notes, the 2036 Notes, and the Floating Rate
Notes, together with the proceeds of approximately
$400 million of commercial paper the Company issued, to
repay the entire $2 4 billion in principal amount oulstanding
under a bridge loan facility entered into by the Company's
subsidiary FFMC, described below. This repayment resulted
in the release and termination of certain guarantees entered
inte by FFMC in connection with the spin-off relating to
our 2016 Notes and the Revalving Credit Facility.

Interest with respect 1o the 2011 Notes and
2036 Notes is payable semiannually on May 17 and
November 17 each year based on fixed per annum interest
rates of 5.400% and 6.200%, respectively. Interest
with respect to the Floating Rate Notes is payable
quarterly in arrears on February 17, May 17, August 17,
and November 17 each year at a per annum rate egual to
the three month LIBOR plus 15 basis points, reset quarterly
(5.52% at December 31, 2006}, The indenture governing
the 2011 Notes, 2036 Notes and Floating Rate Notes
contains covenants that limit or restrict the ability of the
Company and other significant subsidiaries to incur debt
(in the case of significant subsidiaries), collateralize, sell,
assign, transfer or otherwise dispose of specified assets,
or enter into sale and leaseback transactions. The Company
may redeem the 2011 Notes and the 2036 Notes at any
time prior to maturity at the applicable treasury rate plus
15 basis points and 25 basis points, respectively. The
Company may redeem the Floating Rate Notes at any time
on or after May 17, 2007 at a redemption price equal to
100% of the principal amount of the Floating Rate Notes
1o be redeermned plus accrued interest thereon to the date
of redempticn.

In connection with the issuance of the 2011 Notes.
the 2016 Notes, the 2036 Notes, and the Fleating Rate
Notes, the Company filed a registration statement on Form
S-4 with the Securities and Exchange Commission on
December 22, 2006, which provided the holders of the
notes an offer 1o exchange their previously issued notes
for identical notes which have been registered. The
exchange offer closed on February 6, 2007.

Notes to Consalidated Financial Statements
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Bridge Loan

On September 27, 2006, FFMC entered into an unsecured
bridge financing facility in an aggregate principal amount
of $2.4 billion (the “Bridge Loan") with a syndicate of
lenders. On September 29, 2006, FFMC borrowed under
the Bridge Loan an aggregate principal amount gqual to
$2.4 nillion in connection with the spin-off. The Bridge Loan
was repaid on November 17, 2006 with proceeds from
the issuance of the 2011 Notes, 2036 Notes, and Floating
Rate Notes, together with the proceeds of approximately
400 million of commercial paper the Company issued.

16. Stock Compensation Plans

Stock Compensation Plans Afrer

the Spin-Off and Conversion of Existing

Awards Under First Data Plans

Prior to and in connection with the spin-oft, the Company
adopted and First Data as its sole stockholder prior to the
spin-off anproved, The Western Union Company 2008
Long Term Incentive Plan (“2006 LTIP") and The Western
Unicn Company 2006 Non-Employee Director Equity
Compensation Plan (“2006 Directer Plan”). The 2006 LTIP
provides for the granting of stock options, restricted stock
awards and units, unrestricted stock awards, and other
equity-based awards, 10 ampioyees and other key individuals
who perform services for the Company. The 2006 Director
Plan provides for the granting of equity-based awards to
non-employee directors of the Company.

Options granted under the 2006 LTIP are issued
with exercise prices equal to the fair market value of
Western Union common stock on the grant date. have
10-year terms, and vast aver four equal annual increments
beginning 12 months after the date of grant. Compensation
expense related to stock options is recognized over the
requisite service period. The requisite service period
for stock options is the same as the vesting period, with
the exception of retirement ehgible employees, who
have shorter requisite service periods ending when the
employees become retiremant eligible.

Restricted stock awards and units granted under
the 2006 LTIP typically become 100% vested on the three
year anniversary of the grant date. The fair value of the
awards granted is measured based on the fair market
value of the shares on the date of grant, and the related
cormpeansation expense is recognized over the requisite
service period which is the same as the vesting period.
A maximum of 120.0 million shares of common stock
may be awarded under the 20086 LTIP. As of
Decamber 31, 2006, the Company has issued 6.4 million
eptions and 1.1 million restricted stock awards and units
certain employees of the Company under the 2006 LTIF.

WESTERN UNION 2006 Anoual Report

On September 29, 2006, the Company awaided a
founders' grant of either restricted stock awards or units
to certain employees who are not otherwise eligible to
receive stock-based awards under the 2006 LTIP. These
awards vest in two equal annual increments on the
first and second annivarsary of the grant date. The fair
value of the awards granted was measured based on the
when-issued closing price of the Company’s commaon
stock of $12.13 on the grant date and is being recognized
ratably over the vesting period. Included in the 1.1 million
restricted stock awards and units issued under the 2006
LTIP described in the preceding paragraph, were 0.3 million
restricted stock awards or units issued in connection with
the founders’ grant.

Options granted under the 2006 Director Plan are
issued at prices equal to the fair market value of Western
Union common stock at the grant date, have 10-year terms,
and vest immediately. Since options and stock units under
ihis plan vest immediately, compensation expense is
recognized on the date of grant based on the fair market
value of the awards when granted. Awards under the plan
may be settled immediately unless the participant elects
io defer the receipt of the commen shares under applicable
plan rules. A maximum of 1.5 million shares of common
stock may be awarded under the 2006 Director Plan. As
of December 31, 2006, the Company has issued 0.2 million
options and 0.1 million unrestricted stock units to non-
employee directors of the Company.

At the time of the spin-off, First Data converted stock
options, restricted stock awards, and restricted stock units
{collectively, "Stock-Based Awards”) on First Data stock
hald by First Data and Western Union employees. For First
Data employees, one replacement First Data Stock-Based
Award and one Weslern Union Stock-Based Award were
distributed for every First Data Stock-Based Award
held prior to the spin-off, which maintained both the pre-
conversion aggregate intrinsic value and the ratio of
the exercise price per share 1o the fair rarket value per
share. For Western Union employees, outstanding
First Data Stock-Based Awards were converied 10 naw
Western Unicn Stock-Based Awards at a conversion ratio
of 2.1955 Western Union Stock-Based Awards for every
First Data Stock-Based Award held prior to the spin-off.
The conversion was based an the pre-distribution First
Data closing price with due bills of $42.00 relative to the
Western Unicn when-issued closing price of $19.13 on
September 29, 2006. The new Western Union Stock-Based
Awards maintained both the pre-conversion aggregate
intrinsic value of each option and the ratio of the exercise
price per share to the fair market value per share.
Substantialiy all converted Stock-Based Awards are subject
to the terms and conditions applicable to the original First
Data stock options, restricted stock awards and restricted
stock units. These Western Union options are considered
1o have been issued under the 2006 LTIP.




The conversion of gach First Data stock option
to 2.1955 Western Unicn stock options constituted
a modification of those stock option awards under the
provisions of SFAS No. 123R. Stock-based compensation
relating to the incremental fair value between First Data
awards held prior to the spin-off and Western Union awards
subsequent to the modification resulted in additional stock
based compensation charges of $3.4 million of which
$1.8 million was recognized on September 29, 2006 related
to previously vasted options, and $1.6 million is being
recognized over the remaining vesting period ¢f the
associated modified unvested options.

The substitute stock options, representing those stock
options held by Western Union employees that were
converted from First Data stock options 1o Wastern Union
options at a conversion ratic of 2.1955, have exercise prices
equal to the fair market value of a share of cormmon stock
on the grant date, as adjusted by the conversion ratio, and
substantially all have a term of 10 years. The substitute
stock options maintained their original vesting schedules.
Generally, these stock options had an original vesting
schedule of four years and vested catably in four equa!
annual increments. A similar conversion process was
completed to determine the number of the Company's
restricted stock awards and restricted stock units
substituted on September 29, 2006 to replace First Data
restricted stock awards and restricted stock units held
prior to the spin-off. The restricted stock awards and
restricted stock units have also maintained their original
vesting schedules.

After the spin-off, the Company is receiving all cash
proceeds related 1o the exercise of Western Union stock
oplions held by First Data employees; however, First Data
is recognizing all associated expense and resulting
tax benefit relating to such stock options. The Company
recognizes compensation expense, receives all cash
proceeds and retains all tax benefits relating to Western
Union awards held by Western Union employees.

The Company realized iotal tax benefits during the
year ended December 31, 2006 from stock option exercises
of $1.9 million. The Company's calculated pool of excess
tax benefits available to absorb write-offs of deferred
tax assets in subsequent periods was approximataly
$5.5 million as of December 31, 2006.

The Company received $80 8 million in cash proceeds
related to the exercise of stock options during the year
ended December 31, 2008. Upon the exercise of stock
options, shares of common stock are issued from authorized
common shares or treasury stock. The Company maintains
a share repurchase program with its purchasing agent
{Note 13).

First Data Stock Options and
Employee Stock Purchase Plan Rights
Prior to the Distribution, Western Union participated in the
First Data plans that provided for the granting of stock
options to employees and other key individuals who
performead services for the Company. Options granted
under the First Data plans were issued with exercise prices
equivalent to the fair market value of First Data common
stock on the dates of grant, substantially all had 10-year
terms and became exercisable in four equal annual
increments beginning 12 months after the dates of grant.
The reguisite service period for stock options was the
same as the vesting period, with the exception of retirement
eligible employees who have shorter requisite service
periods ending when the employees become retirement
eligible. Compensation expense felated to stock options
was recognized over the requisite service period, except
as discussed further under “Stock-Based Compensation”
helow for certain options granted prior to the adoption of
SFAS No. 123R.

in October 1998, First Data instituted an employee
stock purchase plan ("ESPP”). Amounts accumulated
through payrell deductions elected by eligible employees
were used to make quarterly purchases of First Data
comman stock at a 15% discount from the lower of the
market price at the beginning or end of the quarter. The
fair value of these awards was recognized as compensation
expense in the Consolidated Statements of Income for
the vear ended December 31, 2006 in accordance with
the provisions of SFAS No. 123R. Western Union has not
adopted an employee stock purchase plan,

First Data received all cash proceeds related to the
exercise of stock options and ESPP shares sold by Western
Union employees during all periods prior to the spin-off.

Notes to Consolidared Financial Statements
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Stock Option Acrivity

A summary of Western Union stock option activity relating to Western Union and First Data employees for the
vear ended December 31, 2006 is as follows {options and aggregate intrinsic valug in millions). All awards have bean
adjusted to reflect the conversion ratio as of the date of the spin-off, as all stock options prior to the spin-off were opticns

in First Data stock.

Year Ended December 31, 2006

Heighted-Average Apgregate

Heighted-Averuge Remaining Intrinsic

QOptions Exerdse Price Contractual Term Value
Outstanding at January 1, 17.3 §16.87
Granted 10.8 19.52

Western Unicn options issued to

First Data employees on spin-otf date 51.2 17.46
Exercised (9.0} 15.39
Cancelled / forfeited (0.8} 20.06
Transfer from First Data, netla 4.3 17.39

Cutstanding at December 31, 718 S17.94 7 $367.2

Western Union options exercisable at December 317, 549 $17.19 6 $316.4

{al Transter from Fusi Data, net represents stock ophons held by First Data emplovees who became emplovees of Western Union pror to the spin-olf

The conversion factor for the number of shares and
exercise price for the information displayed above is the
ratio of the First Data pre-distribution closing stock price
with due hills (342.00} t¢ the Company's when-issued
closing stock price on the date of the spin-off {$19.13).

The total intrinsic value of stock options exercised
during the year ended December 31, 20086, 2005 and 2004
was §42.1 million, $6.9 million, and $7.6 milhon,
respectively.

Restricted Stock Awards

and Restricted Stock Unirts

During tha first quarter of 2006, First Data issued restricted
stock awards or restricted stock units to cenain employees
which were contingent upon the achievernent of certain
performance critericn which were met on the date of the
Distribution, subject to centinued service reguirements.
The awards vest at a rate of 33% per year on the
anniversary date of the grant. The fair value of the awards
granted in February 2008 was measured based on the fair
market value of the shares on the date of grant and i1s
being amortized over three years.
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In February 2005, First Data awarded to two of its
executives, who are currently executives of Western Union,
an aggregate of 85,000 shares of First Data restricted
common stock, The unvested balance was converted 1o
139,963 shares of Western Union restricted stock based
on the conversion ratio at the date of and in connection
with the spin-off. The stock awards vest at a rate of
25% per year on the anniversary date of the grant if the
executives are still employed by the Company at the time
The fair value of the 2005 grant of $3.4 million was recorded
based on the fair market value of the shares on the date
of grant and is being amortized over four years.

In February 2004, First Data awarded to two of
its executives, who are currently executives of Western
Union, an aggregate of 100,000 shares of restricted
common stock, which was subsequently converted 10
219,550 shares of Western Unian restricted stock based
on the conversion ratic at the date of and in connection
with the spin-off. The stock awards vest if the executives
are still employed on the earlier of {i} February 25, 2009
or {ii} atany time after February 25, 2007 if on each trading
day during the previous 30-day period the highest intra-day
trading price of Western Union’s common stock on the
New York Stock Exchange is equal to or greater than
$31.8833 per share. The fair value of the 2004 grant of
$4.1 million was recorded based on the fair market valug
of the shares on the date of grant and is being amortized
over five years,




A summary of Western Union activity for restricted stock awards and units relating 1o Weastern Union and First Data
employees for the year ended December 31, 2006 is listed below (awards/units in millions). All restricted stock awards
and units have been adjusted to reflect the conversion ratic as of the date of the spin-off, as all restricted stock
awards and units prior to the spin-off were in First Data stock:

Year Ended December 11, 2006

Heighted-Average

Number Grane-Date

Outstanding Fair Value

Mon-vested at January 1, 0.2 §$18.42

Granted 1.9 19.51
Waestern Union unvested restricted stock awards and units

issued to First Data employees on spin-oft date 1.1 20.4%

Vested {6.1} 18.76

Forfeited {0.1) 0,48

Non-vested at December 31, 1.0 $19.80

Stock-Based Compensation

In December 2005, First Data accelerated vesting of all
outstanding unvested stock optiens granted by First Data
to its otficers and employees under First Data's 2002
Long-Term Incentive Plan. The decision to accelerate the
vasting of these stock options was made primarily to reduce
stock-based compensation expense that otharwise likely
would be recorded in future periods following the adoption
of SFAS No. 123R. The Company recognized compensation
expense of $1.8 million during the fourth quarter of 2005
resulting from accelerated vesting. The Company must
recognize compensation expense related to any awards
outside of the First Data 2002 Long Term Incentive Plan
that were not fully vested as of January 1, 2006, as well
as options granted after that date under either the First
Data plan or the Western Union plans.

As discussed in Note 1, effective January 1, 20086, the
Company adopted SFAS No. 123R following the modified
prespective method. The following table sets forth the
total impact on earnings for stock-based compensation
expense recognized in the Consaolidated Statements of
Income resulting frem stock options, restricted stock
awards, restricted stock units, and ESPP rights for Western
Union ermployees for the year ended December 31, 2006
(in millions). A benefit to earnings is reflected as a positive
and a reduction to earnings is reflected as a negative.

Year Ended

December 11, 2006

Income before income taxes $(23.3)
income tax benefit from stock-based

compensation expense 8.8

Net income T sas)

Earnings per share:
Basic $(0.02)
Diluted $(0.02)

There was no stock-based compensation capitalized
during the year ended December 31, 2006. |n addition, the
Company was allocated siock-based compensation expense
of $6.8 million during the year ended December 31, 2006
related to employees of First Data providing administrative
services to the Company prior 1o the spin-off. Including
allocations from First Data, total stock compensation
expense was $30.1 million in 2006 and $7.2 million in 2005.

Notes to Consolidated Financial Statements
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For periods prior to the adoption of SFAS No. 123R, pro farma information regarding the Company’s net income is
required by SFAS No. 123, "Accounting for Stock Based Compensation” {"SFAS No. 1237), as if the Company had
accounted for its employee stock options in First Data stock under the fair value methed prescribed by SFAS No. 123.
The Company's pro forma information for the years ended December 31, 2005 and 2004, which reflects compensation
expense equal to the fair value of the options, restricted stock awards and ESPP rights for Western Union employees

recognized over their vesting periods, is as follows (in millions):

Year Ended Decamber 31, 2005 2004
Reported net income £027.4 $751.6
Restricted stock expense and effect of accelerated vesting

inciuded in reported net income, net af tax 1.9 —
SFAS No. 123 expense, net of tax (37.7) (14.9)
Pro forma net income $891.6 £736.7
Reported earnings per share —basic $ 121 $ 098
Reported earnings per share—diluted 3 1.21 $ 098
Pro forma earnings per share—basic £ 1.17 $ 0.96
Pro forma earnings per share —diluted § 1.17 $ 096

Certain of the Company’s employee stock-based
compensation awards have terms that provide for
vesting to continue after retirement. Prior to the adoption
of SFAS No. 123R, the Company accounted for this type
of arrangement by recognizing pro forma compensation
cost over the stated vesting period for the SFAS Mo, 123
pro forma disclosures. Upon adoption of SFAS Ne. 123K,
compensation cost is being recognized over a
shorter period that ends with retirement ehigibility.
The impact of applying SFAS No. 123R requirements for
accelerated expense recognition would have impacted pro
forma SFAS No. 123 compensation expense, net of

tax, by a benefit of $1.7 million for the year ended
December 31, 2005 and & charge of $1.0 million for the
yvear ended December 31, 2004.

As of December 31, 2006, thare was $58.0 million of
total unrecognized compensation cost, net of assumed
forfeituras, related to non-vested stock options which is
expected 1o be recognized over a weighied-average
period of 3.7 years, and there was $27.6 miliion of total
unrecognized compensation cost, net of assumed
forfeitures, related to non-vested restricted stock awards
and restricted stock units which is expected 10 be
recognized over a weighted-average period of 2.3 years,

The fair value of Western Union options granted subsequent to the spin-off and First Data stock options and ESPP
rights granted to Western Union employees prior to the spin-off for the years ended December 31, 2006, 2005 and 2004
was estimated at the date of grant using & Black-Scholes opticn pricing mode! with the following assumptions:

Yoar Endad Dacembar 31, 2006 2005 2004
STOCK OPTIONS GRANTED (POST-SPIN GRANTS):

Waighted average risk-free interest rate 4.64% — —
Weighted average dividend yield 0.21% — —
Volatility 26.4% — —
Expected term (in years) 6.6 — —
Weighted average tair value $7 — —
STOCK OPTIOMS GRANTED {PRE-SPIN GRANTS):

Weighted average risk-free interest rate 4.62% 4.14% 3.23%
Weighted average dividend yield 0.58% 0.58% 0.20%
Volatility 23.5% 32.7% 30.5%
Expectad term lin years) 5 s 3
Weighted average fair value {pre-spin) §12 515 $13
ESPP:

Weighted average risk-free interest rate 4.85% 3.12% 1.69%
Weighted average dividend yield 0.56% 0.58% 0.20%
Volatility 23.0% 19. 1% 20.5%
Expected term (in years) 0.25 0.23 0.35
Weighted average fair value 59 $ 8 $ 8
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For pericds presented prior t¢ the spin-off date of
September 29, 2008, all stock-based compensation awards
were made by First Cata, and used First Data assumptions
for volatility, dividend vield and term. Western Union
assumptions, which are described in the paragraphs below,
were utilized for grants made by Western Union on
September 28, 2006 and subsequent thereto.

EXPECTED VOLATILITY —Wastern Union’s expectad
weighied-average volatility of 26.4% was determined
based on the calcutated historical peer group volatility for
companies in similar industries, stage of life cycle, and
market capitalization since there is not sufficient historical
volatility data for Western Union common stock. Expected
volatility for the Company’s 2008 granis, which varies by
group based on the expected option term, was 28.4% for
the Board of Directors and executives and 24.7% for non-
executive employees. Beginning in 2008, First Data used
the implied volatility method for estimating expected
volatiity for all stock options granted and ESPP rights. First
Data calculated its implied volatility on a daily basis using
a Black-Scholes option pricing model, incarporating the
market prices of a variety of traded options, the market
price of First Data stock, the exercise price and remaining
term of the traded options, the expected dividends and
the risk-free rate.

EXPECTED DIVIDEND vIELD —The Company's expected
annual dividend yield is calculated based on Wastern Union's
average stock price on each respective grant date. The
assumed annual dividend is four cents per common share.
First Data’s dividend yield is the calculation of the annualized
First Data dividend amount of $0.24 divided by a rolling
12 month average First Data stock price as of the most
recent grant date for which First Data granted options to
Western Union employees.

EXPECTED TERM—Western Union's expected term is
5.8 years for non-executive employees, and 7.5 years for
the Board of Directors and executives. The Company's
expected term of options was based upon, among cther
things, histoncal exercises {including the exercise history
of First Data's awards), the vesting term of the Company's
options, the cancellation history of the Company's employees
options in First Data stock and the options’ contractual
term of ten years. First Data has also aggregated stock
option awards into classes. For each class, the expected
term is primarily based on the results of a study performead
on the historical exercise and posi-vesting employment
termination behavior for similar grants. First Data’s
expecied terms were as follows: 4.5 years for non-executive
employees, 7 years for the Board of Directors and 7.5 years
for its executives. The expected term of ESPP rights were
determined to be 0.25 years as purchase rights are achieved
over the course of the guarter in which the employee
participated in the ESPP. Once the shares have been
purchased, the employee can sell their respective shares.

RISK-FREE INTEREST RATE— The risk-free rate for stock
opticns granted during the period is determined by using
a U.S. Treasury rate for the period that coincided with the
expecled terms listed above. The risk-free rate for ESPP
rights was determined using a 3-month maturity U.S.
Treasury bond rate for the 90-day period that coincided
with the expected terms listad above.

The assumptions used to calculate the fair value of
options granted will be evaluated and revised, as necessary,
to reflect market conditions and the Company's historical
experience and future expectations. The calculated fair
value is recognized as compensation cost in the Company's
financial statemenis over the requisite service period
of the entire award. Compensation cost is recognized
only for those options expected to vest, with forfeitures
estimated at the date of grant and evaluated and adjusted
periodically to reflect the Company’s historical experience
and future expectations. Any change in the forfeiture
assumption will be accounted for as a change in estimate,
with the cumulative effect of the change on periods
previously reported being reflected in the financial
statements of the period in which the change is made.
In the future, as rmore historical data is available 10 calculate
the velatility of Westarn Union stock and the actual terms
Western Union employees hold options, expectied
volatility and expected term may change which could
substantially change the grant-date fair value of future
stock option awards and, ultimately, the recorded
compensation expense.

Notes to Consolidated Financial Statements
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. 17. Segments

The Company classifies its businesses into two reportable
segments: censumer-to-consumer and censumer-1o-
businegss. Operating segments are defined by SFAS
No. 131, “Disclosures About Segments of an Enterprise
and Related Information”, as components cf an enterprise
about which separate financial information is available that
is evaluated regularly by the chief operating decision maker
("CODM") in deciding where 10 allocate resources and in
assessing performance.

i1 The consumer-to-consumer reporting segment
provides meney transfer services between consumers,
primarily through a global network of third-party
agents using our multi-currency, real-time money
transfer processing systems.

The consumer-to-business reporting segment
provides payments from consumers o billers through
a network of third-party agents and other varicus
electronic channels, including the telephone and the
Internet. While the Company continues to pursue
international expansion of its offerings in select
markets, such as the December 2006 acquisition
cf SEPSA, substantially all of the segment’s 2008
revenue was generated in the United States.

The consumer-1o-consumer reporting segment is
viewed as one global network where a money transfer can
be sent from one location to another, anywhere in the
world. The segment is managed as three regions. primarily
to coordinate agent network management and marketing
activities. The Company’s CODM makes decisions regarding
resource allocation and monitors perfoermance based on
specific corridors within and across these regions, but also
reviews total revenue and operating profit of each region.
Each region and corrdor offer the same services distributed
by the same agent netwark, have the same types of
customers, are subiect to similar regulatory requirements,
are processed on the same system, and have similar
economic charactenstics, allowing the geographic regions
1o be aggregated into one reporting segment. Consumer-
toconsumer segrnent revenue typically increases seguentially
from the first quarter 1o the fourth quarter each year and
declines from the fourth guarter to the first quarter ot the
following year. This seasonal fluctuaticn is refated to the
holiday season in various countries in the fourth guarter.
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All businesses that have not been classified into
CONSUMEr-to-consumer 6r consumer-to-business. primarily
the Company's money corder and prepaid services
husinesses, and certain expenses incurred in connaction
with the spin-off are reported as "Cther.” The Company
previously operated internet auction payments, messaging
and international prepaid cellular top-up businesses. These
three businesses, representing aggregated revenues
in 2006, 2005 and 2004 of $4.1 million, $28.9 million
and $35.4 million, respectively, and cperating income/
(losses) before taxes of $0.1 million, ${16.2} million and
%482} million, respectively, were shut down or sold in 2005
and early 2006 and are included in “Other.” Due to the
immaterial nature of these three businesses, they have
not been presented saparately as discontinued operations.

The Company's reportable segments are reviewed
separately below because each reportable segment
represents a strategic business unit that offers different
products and serves different markets. The business
segment measurements provided to, and evaluated by,
the Company’'s CODM are computed in accordance with
the following principles:

The accounting policies of the reportable
segments are the same as those described in
the summary of significant accounting policies.

Segment revenue includes intersegment
revenue.

Corporate and other overhead is allocated to
the segments primarily based on a percentage
of the segments’ revenusa.

Certain non-recurring costs incurred to effect
the spin-off are not allocated to the segments.

Exclude all items not included in operating income.




The following table presents the Company's reportable segment resuits for the years ended Decermber 31, 2006,

2005 and 2004, respectively (in millions):

Years Ended Decembar 31, 2006 2005 2004
Revanues:
Consumer-te-Consumer:
External revenue
Transaction fees $3,059.0 $2,724.0 $2,390.9
Foreign exchange revenue £52.4 529.6 448.3
Cther revenues 335 25.6 225
3,744.9 3,279.2 2,861.7
Consumer-to-Business:
External revenue
Transacton fees 593.7 565.0 5454
Foreign exchange revenue 1.5 1.4 1.3
Other revenues 41.0 11.8 29.6
636.2 600.2 576.3
Other:
External revenue
Transaction fees 419 65.8 69.8
Commission and other revenues 45.2 42.7 39.8
Internal revenue 0.9 5.2 6.0
90.0 113.7 115.4
Eliminations (0.9) (5.2) (6.0}
Total revenues §4,470.2 $3,987.9 $3.547.6
Operating Income:
Consumer-to-Consumer §1,069.7 $1,047.9 § 886.5
Consumer-10-Business 223.3 220.4 219.5
Other 18.4 0.9 6.1
Total operating income $1,311.4 $1,269.2 51.112.1
Aggets:
Consurmer-to-Consurner $4,458.0 $3,759.3 £2,533.6
Consumer-to-Business 765.8 587.0 565.8
Other 97.3 245.4 216.4
Total assets $5,321.1 $4,591.7 £3,315.8
Depreciation and amortization:
Consumer-to-Consumer $ 806 § 540 § 514
Consumer-to-Business 18.1 19.8 21.2
Other 4.8 5.7 6.6
Total depreciation and amaortization $ 103.5 § 795 § 792
Capital expenditures:
Consumer-to-Consumer $ 1748 $ 483 $ 31e
Consumer-to-Business 21.1 12.7 12.8
Other 6.4 1.0 31
Total capital expenditures § 2023 $ 450 4 395
Information concerning principal geographic areas was as follows (in millions):
Year Ended December 31, 2006 2005 2004
Revenue:
United States 51,889.3 §1,842.7 £1,708.3
International 2,580.9 2,145.2 1,839.3
Total $4,470.2 $3.987.9 $3.547.6
Long-lived assets:
United States § 1573 $ 705 $ 617
International 18.8 11.9 8.0
Tenal 5 176.1 § 824 § 707

Nates to Consalidated Financial Statements
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The geographic split of revenue above has been
determined based upon the country where a money transfer
is initiated and the country whare a money transfer is paid
with revenue being split 50% between the two countries.
Long-lived assets, consisting of " Property and equipment,
net,” are presented based upen the Iocation of the assets.

A majority of Western Union’s consumer-toconsumer
transactions involve at least one non-United States location.

Based on the method used to attribute revenue between
countries described in the paragragh above, no individual
country outside the United States accounted for more
than 10% of segment revenue for the year ended
December 31, 2006, 2005 and 2004. In addition, no
individual agent or biller accounted for greater than 10%
of consumer-to-consumer or consumer-to-business
segment revenue, respectively, during these periods.

. 18. Quarterly Financial Information (Unaudited)

Summarized quarterly results for the years ended December 31, 2006 and 2005 are as follows {in millions}:

Year Ended
December 31,
2006 by Quarter: Q7 Q2 [eX] s T 2006
Revenues $1,043.0 $1,113.6 §1,140,4 $1,173.2 $4,470.2
Expenses 730.3 787.2 303.3 B38.0 3,158.8
Other incomeflexpensel, net 12.2 (2.6) 42.8 (28.7) 23.7
Income before income taxes 324.9 323.8 379.9 306.5 1,335.1
Income tax expense 105.1 104.9 121.8 £9.3 4211
Net income $ 219.8 5 2189 § 258.1 § 217.2 $ 9140
Earnings per share:
Basic earnings per share $ 029 s 029 $ 034 § 028 $ 120
Diluted earnings per share s 029 5 029 $ 034 $§ 028 5 LY
Weighted-average shares outstanding:
Basic 763.9 763.9 763.9 766.2 764.5
Diluted 763.9 761.9 764.0 7823 768.6
Yeur Ended
December 11,
2005 by Quarter: w Q2 Qs o s
Revenues $ 9194 § 9508 $1.019.3 $1.068.2 §3,987.9
Expenses 624.0) 663.8 6H76.6 754.3 2.718.7
QOther income, net 201 21.9 8.6 243 749
Income before income taxes 315.7 338.9 A513 338.2 134400
Income tax expense G7 Y 1051 14094 104.3 416.7
Net incorme g 2178 $ 23338 $ 2419 § 2339 $ 9274
Earnings per share:
Basic earnings per share $ 029 £ 031 § Q.32 $ 031 § 121
Diluted earnings per share s 0.29 $ 0.31 $ 0.3z s 0.3 s L2
Weighted-average shares outstanding:
Basic 763.9 763.9 7639 7639 763.9
Diluted 7634 T6IY 7H1Y 7639 TH3Y
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Controls and Procedures

Our management, under the supervisicn and with the
participation of the Principal Executive Officer and Chief
Financial Cfficer, have evaluated the effectiveness of our
controls and procedures related to our reporting and
disclosure obligations as of December 31, 2008, which is
the end of the period covered by this Annual Report. Based
on that evaluation, and except as described below, the
principal executive officer and chief financial officer have
concluded that the disclosure controls and procedures are
sufficient to provide that {a) material information relating
¢ us, including our consolidated subsidiaries, is made
known to these officers by our other employees and
employees of our consolidated subsidiaries, particularly
material information related to the period for which this
periodic report is being prepared; and (b} this information
is recorded, processed, summarized, evaluated and
reported, as applicable, within the time periods
specified in the rules and forms of the Securities and
Exchange Commission. We previously identified a material
weakness and restated our financial statements for the
quarters ended March 31, 2006 and June 30, 2006 and
the years ended December 31, 2005, 2004, and 2003
included in our Registration Statement on Form 10, as
amended. Based upon an evaluation of our initial
documentation of hedging arrangements in accordance
with Statement of Finangial Accounting Standards No. 133,
"Accounting for Derivative Instruments and Hedging
Activities,” as amended by SFAS No. 138 and SFAS
No. 149 ("SFAS No. 133"), we concluded that our foreign
exchange forward contracts did not qualify for cash flow
hedge accounting since the initial documentation with
respect to these instruments did not meet the requirements
of SFAS No. 133,

Under the direction of our Chief Executive Officer and
our then Co-Principal Financial Officers in September 2006,
wa implemented new internal control procedures to improve
the effectiveness of our review over accounting for
derivative financial instruments and to ensure that these
transactions are accounted for in accordance with generalty
accepted accounting principles in the United States of
America. These remedial actions include an additional
review by a combination of internal and external personnel
of hedging strategies and related documentation prior to
implemaenting new or modified strategies, processes or
documemation to ensure hedge accounting is appropriately
applied with respect to SFAS No. 133. In addition, we have
revised and improved the documentation required at the
initiation of a derivative instrument and als¢ during
the required periodic reviews. We will continue 1o monitor
the effectiveness of these processes, procedures and
controls, and will make any further changes as managament
determines appropriate.

Except as described above, there were no changes
that occurred during the fiscal quarter ended
December 31, 2006 1hat have materially affected, or
are reasonably likely to materialty affect, our internal
controts over financial reporting.

Controls and Pracedures
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Corporate Headquarters
12500 East Beltord Avenue
Englewoaod, CO 80112
+1-720-332-1000
+1-866-405-5012

Transfer Agent and Registrar
Stockholders with questions concerning their stock holdings
or dividends, or with address changes should contact:

Wells Fargo Bank. National Association
161 North Concord Exchange

South St. Paul, MN 5507%
+1-651-450-4064

+1-800-560-1965

Independent Registered Public Accounting Firm
Emst & Young LLP

370 17th Street, Suite 3300

Denver, CC 80202

Financial Information and Reports

The comparty routingly sends out annual stockholder reperts
ang press releases. To receive this information please wirite
the company at P.O. Box 6992, Greenwood Village, CO
80155-6992, call +1-720-332-8276 or visit the “Investor
Relations” section of our website at www.weslermunion.com.
A copy of the Western Union 2006 Form 10-K report to
the Securities and Exchange Commission will be
furnished 10 stockholders without charge {except charges
for providing exhibits) upon written request to the company.
Analysts and investors seeking additional investimant
information about the company can contact the Investor
Relations Department at +1-720-332-8276. For more
information about The Wastern Union Company, please visit
the company on the Internet al www westernunion.com.

Stockholders of Record
The number of stockholders of record was 4,513 as of
February 14, 2007.

Dividends
The company declared and paid a cash dividend of $0.01
per common share in the fourth guarter of 2006.

Annual Mecting

The annual meeting of stockholders of The Western Union
Company will be held at Sidley Austin LLP on 787 Seventh
Avenue. New York, New York, 10019 on Thursday
May 10, 2007 at 3:30 p.m. local time.

Trademarks, Service Marks and Trade Names
The Western Union, name, logo and related trademarks
and service marks, owned by Western Union Holdings,
Inc., are registered andfor used in the U.S. and many foreign
countries. All other trademarks, service marks, logos and
trade names referenced in this material are the property
of their respective owners.
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Stock Prices

The YWestern Union Company common stock is traded on
the New York Stock Exchange under the symbel "WU.”
The intraday high and low prices for our common stock
during the fourth guarter, when the common stock of our
Company began regular way trading, were a5 fcilows:

Common Stock
Market Price

2006 High Low

Fourth Quarter’ §24.12 $18.58

* commencing Oclober 2, 2006

Performance Graph

The following graph compares Lhe yearly percentage in
cumutative total stockholders return on our cormmon stock
since the date our “when issued” trading price was first
established on September 20, 2006 with the cumulative
total return over the same period for, (i) the S&P 500 Index,
and (i) the Index for Standard Industry Classification ("SIC")
Code 7389 comprised of 80 companies. Pursuant io rules
of the Securities and Exchange Commission ("SEC”), the
comparison assumes $100 was invested on September
20, 2006 in our common stock and in each of the indices
and assumes reinvestment of dividends. Historic stock
price is not indicative of future stock price performance.

Comparison of Cumulative Total Return
Among Western Union Company, S&P 500 Index
and $1C Code 7389 Index (on dotiars)

020006

10431706 1130408 1273100

e—— WESTERN UNION
R SIC CODE INDEX
e —— SE&PS00INDEX

Assurmes §100 mvestoo on Sentember 20, 200A
Agsuris dradent ruvestsg
Fiscal year ending Decernber 21, 2006

Corporatc GOVCfﬂ:l nce

To review the company's cerporate governance guidelines,
board committee chariers and codes of business conduct
and ethics, please visit the “Corporate Governance” section
on the "Investor Relations” page of our Web site at
waWWESEernunion.com.

Cerrifications

The Company filed certifications ¢f the CEQ and
CFO pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002 as Exhibits to the Western Union 2006
Form 10-K repori filed with the United States Securities
and Exchange Commission.
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